Results of Operations

The following table sets forth certain financial data from our consolidated
statements of operations for the years ended March 131, 1999, 2000 and 2001
expressed in each case as a percentage of revenues.

Year Ended
March 31,

1599 2000 2001

(Rs a
percentage of
revenues)

Revenues..... rararaaoenn ebetatarasannanan crrrrr e 100% 100% 100%
EXpenses:

Country representative compensation - non-outsourcing

services. ... ..iieiiaiaan ceswrranen e [ 1 - 14 14

Country representative compensation - outsourcing

services. . ....iiiiiiaaaa, R L [+] 17 21

Bandwidth and related COSLE...ccuennnnn cararanaranenan 17 19 19

Network operationg,..--......... Chasenismaane s cnaaras 18 1s 12

Selling, general and administrative............c........ 46 41 30

Total expense&........ e —— 106 96
Operating income {loss)........... arararareaeaaan e 1 (&) 4
Other income (expense}

Interest fnCOME. (.o ciunrararnemennaaanns Wsisssasasanan ] 3 ]

INterest EXPenEL.....scscanmassnsnras vt eianamanenan 0 (2) (2)

Other, Net.......cestvmammnnnnen Libarsnasasasatnannn D [} Q
Provision for income taxes......ccccecnrnnnan 0 (1) (a)
Minority interest......ccusanancnccenas e dsebarasamsnanan 0 0 ]
Extraordinary ftem......cic0ceanaaan. Cresararararananainn 0 0 ]
Net income (Ioss}..... Ceaensasaasaasann edrrerearraraeann 1% (5)% (1]

Year Ended March 31, 2001 Compared to Year Ended March 31, 24000

Revenues increased $180.5 millien, or 37t, from $481.4 million in the year
ended March 31, 2000 to $661.% million in the year ended March 31, 2001.
Excluding revenuss resulting from a significant cutsourcing agreement entersd
into on September 30, 1999, revenues increased $90.0 million, or 24%, over the
prior period from $382.1 million toc $472.1 millien. The overall increase in
revenues was due to increases of $66.2 million, or 1%, in Network Services,
263.4 million, or 54%, in Consulting, Integration and Provieioning Services,
and $55.6 million, or 42%, in Other Communications Services. The majority of
the Network Services growth came from increased sales of intranet and remote
access services. Intranet sales Increased $46.5 million, or 36%, from §128.3
million to $174.8 million and remote access sales increasesd $13.7 million, or
31%, from %43.9 wmillion to §57.8 million, over the period. Other Communications
Services and Consulting, Integration and Provisioning Ssrvices increases
included approximately $59 million and $31 wmillion, respectively, in revenues
from ocutsourcing services as revenues were earned for a full period compared to
a six-month period in the prior year. Excluding revenues from outscurcing
services, Consulting, Integration and Provisioning Services, comprised
primarily of our Global Connect services, increased $32.7 million, or 22%, from
4102.9 million to $135.6 million over the pariod. Excluding revenues from
outsourcing services, Other Communications Services declined $4.1 million, or
9%, from $46.9 million to $42.8 million. This decrease is largely due to an
expected decline in our maturs messaging product line and our ¥K.25 transport
services, as our clients are migrating to more advanced messaging applicacions
and non-X.25 based transport services, offset by a one-time commitment fes paid
by one of our sales channel partners of $7.8 million.

Revenues from our country representatives increased $47.7 wmillion, or 13%,
from $357.%5 million in the year ended March 31, 2000 to $405.2 million in the
year ended March 31, 2001l. Excluding outscurcing services, revenues from
country repressntatives increased $52.3 million, or 16%, from $331.3 millicm to
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$383.7 million over the year. Qutsourcing revenue, which began mid-year during
the prior period, declined by approximately $5 million related to a one-time
recognition of contract termination fees during the prior year. While the
number of our gountry representatives remained at 55 aver the pericd, revenue
increases were derived through the growth of existing country representatives.
The number of our ¢lients increased 7%, from 1,402 clients as of March 31, 2000
to 1,503 elients ag of March 31, 2001. Revenues ilnc¢reased as clients that used
mostly lower revenue generating messaging and X.25 based transport services
were replaced by cliente that purchased higher revenue yielding Network
Services. Revenues from our alternate sales channels grew $132.8 million, or
107%, from $124.0 million to $256.7 million over the period. Approximately $955
million of the increase resulted from outsourcing services as revenues from the
outsourcing business were earned for a full year period as compared to a six-
month peried in the prior year. The balance of the increase is primarily
attributed to growth through existing sales channel partners. In total, our
alternate sales channel partners resold our suite of services to B fewer
clients, from 1,022 clients as of March 31, 2000 to 1,014 clients as of

March 31, 2001.

In terms of revenues billed on a regional basis, the majority of our growth
was in the EMEA region, which increased $162.9 millicn, or 54%, from $302.7
millien in the year ended March 31, 2000 to $465.5 million in the year ended
March 31, 2001. Approximately $90 million of this revenue growth was in Europe
resulting from cutsourcing services as revenues from the outsourcing business
were earned for a full year period as compared to a six-month period in the
prior year. The balance of the increase is due to the addition of new clients
and increaees in sales of services to existing clients. Revenues billed in the
Americas grew $6.3 million, or 5%, from $138.6 million to $144.% million over
the period. Revenues billed in Asia Pacific increased by $11.3 million, or 28%,
from $40.2 million in the year ended March 31, 2000 to $51.5 million in the
year ended March 31, 2001, due to increased sales efforte in a growing market.

Country Representative Conpensation increased $84.2 million, or 56%, from
$151.3 million in the year ended March 31, 2000 to $235.4 million in the year
ended March 31, 2001. Approximately $65 million of this increase resulted from
outsourcing services revenues. The balance of this expense grew in line with
the related revenue.

Bandwidth and Related Coste increased $35.0 million, or 39%, from $90.5
million in the year ended March 31, 2000 te $125.4 million in the year ended
March 31, 2001. This increase was directly related to higher network leasing
expenses associated with increasing the capacity of our network and our newly
introduced ATM capability, although the unit cost has dropped significantly.
The usage growth reflects additional client port growth and increased capacity
per port, as well as the building of an infrastructure with lower capacity
utilization. Lease expense, the largest component of bandwidth and related
coets, inareaged $16.1 million, or 21%, from 576.0 millior ir the year snded
March 31, 2000 to $92.1 million in the year ended March 31, 2001. Amortization
of purchased capacity increased $15.4 million, or 360%, from $4.3 million to
$19.6 million over the period as a result of owning a major portion of ovur
bandwidth capacity in the backbone of our network.

Network Operations increased $7.3 million, or 10%, from $72.2 million in the
year ended March 31, 2000 to 579.5 million in the year ended March 31, 2001.
Stock-related compensation charges decreaeed $6.2 million, or 87%, from §7.2
million in the year ended March 31, 2000 to $9534,000 in the year ended March
31, 2001. Depreciation expense related to network equipment increased $6.2
million, or 42%, from $14.6 million in the year ended March 31, 2000 to $20.8
million in the year ended March 31, 2001. The remainder of the increase was
related to the increased costs asgociated with our network management,
operations and support activities, personnel costs and other network operations
expenses which grew in line with ocur revenues.

Selling, General and Administrative increased $1.6 millicm. or 1%, frxom
$196.3 million in the year ended March 31, 2000 to $197.% million in the year
ended March 31, 2001. Stock-related compensation chargee decreased $16.0
million, or 61%, from $26.2 million in the year ended March 31, 2000 to $10.2
million in the year ended March 31, 2001. Our sales support expenses for
multinational activities increased $1.7 million from
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$68.0 million in the year ended March 31, 2000 to $6%.7 millien in the year
ended March 31, 2001 which was directly related to reveanue growth. Sales and
Marketing personnel-related expenses increased $7.0 million from $61.5 million
in the year ended March 31, 2000 to $68.9 million ian the year ended March 31,
2001 due to increased sales and marketing efforts to increase our business.
Administrative expenses, excluding stock-related compensation expense,
increased by $504.000 from $22.7 million in the year ended March 31, 2000 to
£23.2 million in the year ended March 31, 2001.

Operating Income (Losa) increased by $52.5 million, from a loss of $(28.8)
million in the year ended March 31, 2000 to income of $23.7 million in the year
ended March 31, 2001 due to the factors described above.

other Income (Expense} increased $26.2 wmillion, from $6.1 million in the
year ended March 231, 2000 to $32.3 million in the year ended March 31, 2001.
This increase reflects growth in interest income of $28.7 million, from $14.6
million to $43.3 million resulting from the investment of the initial public
offering proceeds received in December 1893, The increased interest expense of
$4.7 million, from $7.2 million to $11.9 million over the period, resulted from
borrowings under the Senior Secured Credit Facility-

Provision for Income Taxes increased from 5$4.0 million in the year ended
March 31, 2000 to 528.0 million in the year ended March 31, 2001. The effective
tax rate in the year ended March 31, 2001 is lower than experienced in the
prior year because non-deductible stock baged compensation charges and deferred
tax valuation allowance decreased.

Extraordinary Item, Net of Tax for the year ended March 31, 2001 represents
the write-off of unamortized debt issuance cogts assoclated with the 549.6
million of long-term debt which was repaid prior to its due date during the
year ended March 31, 2001.

Net Income (Loss) increased from $(26.7) million in the year ended March 31,
2000 to $27.2 million in the year ended March 31, 2001 due to the factors
described above.

Year Ended March 31, 2000 Compared tc Year Ended March 31, 15%9

Revenues increased $178.4 million, or 59%, from 5$303.0 million in the year
ended March 31, 1995 to $481.4 million in the year ended March 31, 2000.
Excluding revenues resulting from a significant cutsourcing agreement entered
into on September 303, 1999, revenues increased $79.1 wmillion, or 26%, over the
prior pericd from $303.0 million to $382.1 million. This increase was primarily
due to a $72.4 million increase, or 50%, in sales of Network Services over the
period, from $144.6 million to $217.0 million. The majority of the Network
Services growth came from increased sales of intranet and remote access
services. Intranet sales increased $47.4 million, or 59%, from $80.9 million to
$128.3 million and remote accese 6ales increased $21.2 million, or 93%, from
$22.7 million to $43.% million, over the period. In additien, Consulting,
Integration and Provisioning Services, comprised primarily of our Global
Connect services, increased 524.1 million, or 31%, from $78.8 million to $102.9
million over the period. Our Applications Servicee declined %4.8 million, or
24%, from $20.1 million to $15.3 million. Other Communications Services,
excluding revenues from outsourcing services, declined $12.6 million, or 21%,
Erom $59%.5 million to $46.9 million. Other Communications Services, excluding
revenues from outsourcing services, decreased over the period largely due to an
expected decline in our mature messaging product line and ocur X.25 transport
services, as our clients are migrating to more advanced messaging applications
and non-X.25 based transport services. Other Communications Sexvices and
Coneulting, Integration and Provisioning Services increases included $85.7
million and $13.6 million, respectively, in revenues from outsourcirig-services.

o

Revenues from cur country representativees increased $84.2 million, or 31%,
from $273.2 million in the year ended March 31, 1952 to $357.5 million in the
year ended March 31, 2000. Approximately $26 million of the increase resulted
from outsourcing services. Although we decreased the number of our country
representatives from 56 to 55 over the period, we saw increased revenue that
wag derjived largely through the
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growth of existing country representatives. The number of our clients inereased
24%, from 1,129 clients as of March 31, 19%% to 1,402 clients as of March 31,
2000. Approximately 135 of the increased clients resulted from outsourcing
services. Revenues increased as ¢lients that used mostly lower revenue
generating messaging and X.25 based transport services were replaced by clients
that purchased higher revenue yielding Network Services. Revenues from our
alternate sales channels grew $54.2 million, or 316%, from $29.8 million to
$124.0 million over the period. Approximately $73 million of the increase
resulted from outsourcing services, the balance of the increase is primarily
attributed to growth through existing gsales channel partners. In total, our
alternate eales channel partners resocld our suite of services to a net
additiona) 838 clients, including BO06& new outsource clients, from 184 clients
as of March 31, 1999 to 1,022 clients ags of March 31, 2000.

In terms of revenuee billed on a regional basie, the majority of our growth
was in the EMEA region, which increased $144.5 million, or 91%, from $158.2
million in the year ended March 31, 1999 to $302.7 million in the year ended
March 31, 2000. Approximately $9% million of this revenue growth was in Europe
as a result of the outsourcing transaction; the balance of the increase is due
to the addition of new clients and increases in sales of services to existing
clients. Revenues billed in the Americas grew $22.7 million, or 20%, from
$115.9 million to $138.6 million over the pericd. Revenues billed in Asia
Pacific increased by $11.4 million, or 40%, from $28.8 million in the year
ended March 31, 199% to $40.2 million in the year ended March 31, 2000, due to
increased sales efforts in a growing market.

Country Representative Compensation increased $97.5 millien, or 18B1%, from
$53.8 million in the year ended March 31, 19%9 to $151.3 million in the year
ended March 31, 2000. Approximately 584 million of this increase resulted from
outsourcing services revenues. The balance of this expense grew in line with
the related revenue.

Bandwidth and Related Costs increased $37.8 million, or 72%, from $52.7
million in the year ended March 31, 1993 to $%0.5 million in the year ended
March 31, 2000. This increase was directly related to higher network leasing
expenses associated with increasing the capacity of our network and our newly
introduced ATM capability. The usage growth reflects additional client port
growth and increased capacity per port. Lease expense, the largest component of
bandwidth and related coste, increased $32.9 million, or 76%, from
$43.1 million in the year ended March 31, 1999 to $76.0 million in the year
ended March 31, 2000. Amortization of purchased capacity increased $3.5
million, from $409%,000 to $4.3 wmillion over the period.

Network Operations increased $17.2 million or 31%, from $55.0 million in the
year ended March 31, 1999 to 572.2 million in the year ended March 31, 2¢00.
The largest component of this increase was a $7.2 million stock-related
compensation charge recorded inm the year ended March 31, 2000. The remainder of
this increase was related to the increased costs associated with our network
management, operations and support activities, persoanel costs, depreciation
and other network operations expenses. Depreciation expense related to network
equipment increased 54.9 million, or S1%, from $5.7 million in the year ended
March 31, 199% to $14.6 million in the year eaded March 31, 2000.

Selling, General and Administrative increased $56.6 million, or 41%, from
$139.7 million in the year ended March 31, 1999 to $19%6.3 million in the year
ended March 31, 2000. The largest component of the increase was & $26.2 million
stock-related compensation charge recorded ia the year ended March 31, 2000.
Our sales support expenses for multinational activities increased $10.6 million
from $57.4 million in the year ended March 31, 1999 to $6B.0 million in the
year ended March 31, 2000 which was directly related to revenue growth. In
addition, personnel related expenses increased §6.3 million from $55.6 million
in the year ended March 31, 1999 to $61.9 million in the year ended March 31,
2000 due to increased sales and marketing efforts to increase our business.
Administrative expenses, excluding stock-related compensation expense,
increased by $10.3 million from $12.4 million in the year ended March 31, 155%
to $22.7 million in the year ended March 31, 2000. The increase was primarily
due to legal and accounting fees and other expenses incidental to the
outsourcing transaction, retirement settlement expenses, cancellation of an
incentive prograwm, and moving and building related expenses.
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Operating Income (Loss) decreased by $30¢.6 million, from income of $1.8
million in the year ended March 31, 199% to a loss of §$(28.8) million in the
year ended March 31, 2000 due to the factors described above.

Other Income (Expense} increased $4.5 million, from $2.6 million in the year
ended March 31, 1999 to $6.1 million in the year ended March 31, 2000. This
increase reflects growth in interest income of $12.7 million, from $1.9 million
to $14.6 resulting from the investment of the initial publie offering proceeds
received December 21, 1939. The increased interest expensge of $6.5 million,
from $689,000 to $7.2 million over the period, resulted from borrowings under
the Senior Secured Credit Facility.

Provision (Credit) for Income Taxes increased from §(180,000) in the year
ended March 31, 1999 to $4.0 million in the year ended Mareh 31, 2000. The
effective tax rate is higher in the year ended March 31, 2000 due to non-
deductible stock based compensation charges and adverse tax consegquences
associated with the inability to realize certain subsidiary losses as a tax
benefit.

Net Income (Loss) decreased from $3.4 million ia the year ended March 231,
1599 to ${26.7) million in the year ended March 31, 2000 due to the factors
described above.

Liquidity and Capital Resources

Net cash provided by operating activities during the year ended March 31,
2001 was 571.7 million compared to $25.6 million in the year ended Marxch 31,
2000. The increase in net casgh provided by operating activities in fiscal 2001
was primarily attributable tp a $53.9 million increase in net income, a
decrease in the growth of accounts receivable of $41.1 million, and a $24.1
millicn increase in depreciatjon and amortization, offset by an increase in the
growth of accounts payable OF 569.7 million. Net cash used in inveesting
activities For fiscal 2001 wag $669.% million compared to $145.7 million for
fiscal 2000. The increase in cash used for investing activities during this
period primarily resulted from increased purchases of property, equipment and
communication lines of $156.7 million and purchases of securities available-
for-sale of $743.1 million offset by increases in proceeds from sales of
securities available-for-sale of $245.4 million and maturities of securities
available-for-sale of $150.1 million. Net cash provided by financing activities
in fiscal 2001 was $9.5 million compared to $839.6 million for the year ended
March 31, 2000.

Our principal capital expenditure requirements involve the upgrade and
expansion of The World Network through the purchase or lease of transmissicn
capacity and the purchase of network related equipment as well as computer
equipment, furniture and fixtures. We have funded these expenditures to date
primarily through cash from operations, the net proceeds from our initial
public offering, borrowings under our debt facilities and operating and capital
leases. Our capital expenditures for the year ended March 31, 2001 were
approximately $68.2 million for network-related equipment, approximately $214.5
million for the purchase of transmission capacity, and approximately $5.3
million for other capital expendituree. Of these capital expenditures,
$31.2 million were non-cash transactions during the year ended March 31, 2001.
As of March 31, 2001, we had capital lease commitments totaling approximately
§12.1 million payable in various years through 2007 and thereafter.

In connection with the deployment of our ATM-enabled backbone, we estimate
that we will make less than $125 million of capital expenditures during the
year ending March 31, 2002. We expect that our capital expenditures will be
approximately $150 million in the year ending March 31, 2003. These
expenditures will include payments for the purchase of additional submarine
cable capacity. We expect to use cash from operations together with the
proceeds of the initial public offering and availability under the Senior
S8ecured Credit Facility to fund theee capital expenditures. The exact amount of
future capital expenditures will depend on a number of factors, including
availability under our Senior Secured Credit Facility, our ability to negotiate
contraets to purchase transmigsion capacity at favorable prices and the demands
of our multinational clients. If we have exhausted the net proceeds of the
initial publiec offering and borrowings under the Senior Secured
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Credit Facility are neot available, we may be required to seek additional debt
or equity financing. We cannot assure you that any financing will be available
on commercially reascnable terms or at all, or that any additional debt
financing would be permitted by the terms of our existing indebtedness.

Our ability to make scheduled payments of principal of, or to pay interest
on, our debt obligatiomns, and our ability to refinance any debt obligations, or
to fund planned capital expenditures, will depend on our future performance,
which, to a certain extent, is subject to general economic, financial,
competitive, regulatory and other factors that are beyond ocur control. Our
bueiness strategy contemplates substantial capital expenditures in connection
with the upgrade and expansion of The World Network.

As of March 31, 2001, the Company had cash and cash equivalents of $137.6
million, short-term investments of $464.0 million, working capital of $546.8
million and total assets of $1.3 billion. Indebtedness under the Senior Secured
Credit Facility totaled $90.0 million as of March 31, 2001 with additional
borrowinge available under this facility of $100.0 million. Building mortgage
indebtedness as of March 31, 2001 totaled $24.0 million.

Based on current plans and business conditions, we believe that our existing
cash and cash equivalents, short-term investments, and cash generated from
operations will be gufficient to satisfy ant1c1pated cash requirements for at
least the next twelve months.

Inflation

The impact of inflation on our operat1ons has not been significant to date.
Over the past two years, rising prices for some of our supplies have been
offset by decreasing prices for other services. In particular, our per unit
costs for leased lines and circuits hae generally decreased over this period.
However, we cannot assure you that per unit costs for leased lines and circuits
will continue to decline or that a high rate of inflation in the future will
not adversely affect our operating results.

Quantitative and Qualitative Discleosures about Market Risk

We are exposed to market riske, which arise during the normal course of
business from changes in foreign exchange rates and interest rates. A
discussion of our primary market risks associated with our foreign currency
transactions, available-for-sale securities, and long-term debt exposure is
presented below.

Foreign Exchange Risk

We conduct our operations in more than 60 countries around the world in a
number of different currencies. There is exposure to future earnings when
foreign exchange rates change and certain receivables, payables and
intercompany transactions are denominated in foreign currencies. We monitor our
exposure to foreign currencies through our regular operating activities and
have not historically used derivatives to hedge foreign exchange risk.

We invoice substantially all sales of our services to our country
representatives and sales channel partners in U.S. dollars. However, many of
our country representatives derive their revenues and incur costs in currencies
other than U.S, dollars. To the extent that the local currency used by the
country representative fluctuates against the U.S. dollar, the obligations of
the country representative may increase or decrease significantly and lead to
foreign exchange losses or gains. We assume the exchange rate risk for our
consolidated country representatives; however, our non-consolidated country
representatives assume the exchange rate risk under our country representative
structure,

Our exposure to exchange rate fluctuations primarily arises from outsourcing
services and assignment agreements with AUCS, which are denominated in euros as
well as operating costa associated with such
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agreements. Approximately 30% of the company's revenues for the year ended
March 31, 2001 were generated from the eurc-denominated AUCS agreements. The
revenues and the related costs result in a net euro exposure of the gross
profit, which is equal to approximately 20% of revenues. The eurco-denominated
gross profit offset by other euro-denominated operating costs generally rasults
in a nmatural hedge. However, timing of settlement of euro-denominated accounts
receivables and payables subjects the company to exchange rate risk on
settlement of the receivables and payables. Euro-denominated cash, accounts
receivable and accounts payable related to AUCS agreements were $33.3 million
as of March 31, 2001.

As of March 31, 2001 we were primarily exposed to the following currencies:
the British pound, the Swiss franc, and the Euro. Based upon a hypothetical
ten-percent strengthening of the U.8. dollar across all currencies, the
potential losses in future earnings due to foreigm currency exposures would
have been approximately $2.2 million as of that date.

As of March 31, 2000 we were primarily exposed to the following currencies:
the Canadian dollar, the British pound, the Dutch guilder, and the Euro. Based
upon a hypothetical ten-percent weakening of the U,S. dollar across all
currencies, the potential losses in future earnings due to foreign currency
exposures would have been approximately 31.6 million as of that date.

Interest Rate Risk

We currently maintain an investmwent portfolio of high quality marketable
securities. According to our investment policy, we may invest in taxable
instruments including U.S. Treasury bills, obligations issued by government
agencies, certificates of deposit, commercial paper, waster notes, corporate
notes and asset-backed securities. In addition, the policy establishes limits
on credit quality, maturity, issuer and type of instrument. All securities are
classified as available for sale, and recorded in the balance sheet at fair
value. Fluctuations in fair value attributable to changes in interest rates are
reported as a separate component of stockholders' equity. We do not use
derivative instruments to hedge our investment portfolio.

The carrying amount, principal maturity and estimated fair value of our
investment portfolio and long-term debt exposure as of March 31, 2001 are as
follows:

Carrying
Amount Maturity
----------------------------------------------------------------- Fair
2001 2002 2003 2004 2005 2006 Thereafter Value
(Dollars in thousands)
Investments
Cash equivalents........ $111,126 § - $ - $ - s - $ - $ -- £111,126
Weighted average
interest rate.......... 4.97% - - -- - - - -

Short-term investments.. §464,035 $179,215 4156,510 §79,642 $ 9,404 $ 2,551 $36,713 5464,035

Weighted average
interest rate.......... 6.09% 5.97% 6.03% 6.26% 6.42% 7.07¢% 6.36%

Long-Term Debt

Secured bank notes...... $ 90,000 $ 3,375 & 8,250 $32,000 $17,000 £29,375 §  -- $ 90,000
Average interest rate... B.94% 8.94% B.94% B.94% &.94% 8.94% 8.94%
Mortgage loan........... $ 23,95 § 1,701 $ 1,701 $ 1,701 $ 1,701 § 1,701 $15,4%1 § 23,956
Average interest rate... 7.50% 7.50% 7.50% 7.50% 7.50% 7.50% 7.50%

42




The carrying amount, principal maturity and estimated fair value of cur
investment portfolic and long-term debt exposure as of March 31, 2000 are as
follows:

carrying
Amount Maturity
2000 2001 2002 2003 2004 2005 Thereafter
(Dollars in thousands)
Investments
Cash equivalents........ 603,621 § -- $ -- § -- § -- § -- 5 .-
Weighted average
incerest rate.......... 5.93% -- -- -~ -- -- --
Short.-term investments.. $ 58,807 5 -~ $24,476 $21,341 59,788 § -~ $ 3,202
Weighted average
interest rate.......... 6.48% - 6.51% 6.49% 6.13% -- 7.28%
Long-Tsrm Debt
Secured bank notes...... $ 49,625 § 500 § 500 $ 500 & S00 & Ss00 447,125
Average intersst rate... B.E6% B.ESY 8.66% B.66% B.66% 8.66% 8.66%
Mortgage 10An. .......... $ 25,515 $1,559 § 1,701 $ 1,701 %1,701 $1,701  §17,152
Average interest rate... B.38% 8.389% £.38% 8.38% 8.38%  B.3B% 8.38%

We have not historically used derivatives to hedge ocur interest rate risk.
However, under the terms of our Senior Secured Credit Facility entered into on
August 17, 1999, we are required to enter into hedge agreements to provide tha
at least S0% of the outstanding term loans are subject to fixed interest rates
We have entered into interest rate swap agreements to fix the inkterest rates
and mitigate our interest rate riegk.

Euro- Conversion

On January 1, 19%%, 1)1 of the 15 member countries of the European Union
introduced a new currency, the “euro". The conversion rates between the euro
and the participating nations' existing legacy currencies were fixed
irrevocably as of December 31, 1398. Prior to full implementation of the new
currency on January 1, 2002, there will be a transitiocn period during which
parties may, at their discretion, use either the legacy currencies or the euro
for financial transactions.

We are not aware of any material operational issues or costs associated wit
preparing internal systems for the euro. While it is not poseible to accuratel
predict the impact the eurc will have on the Company's business or on the
economy in general, management does not anticipate that the eurs conversion
will have a material adverse impact on the Company’s market risk with respect
to foreign exchange, ite results of operatione, or its financial condition.

Receatly Adopted Accounting Standards

During the fourth quarter of fiscal 2001, the Company implemented Staff
Accounting Bulletin No. 101, "Revenue Recagnition in Financial Statements®, or
SAB 101. As applied to the Company's operaticns, SAB 101 requires certain
installation fee revenues to be amortized over the life of the related service
rather than be recognized immediately. Deferred revenues and costs are being
amortized over the average expected customer contract life of 4 years. The
Company retroactively adopted this accounting effective April 1, 2000, which
resulted in an equal deferral of revenues and incremental and direct set-up

Fair

§603,621

$ 58,807

§ 49,625

§ 25,515

t

h
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costs of $22.4 million. There was no effect on net jincome. The pro forma effect

of adopting SAB 101 on periods prior to April 1, 2000 was not materi#¥l to the
Company'e consclidated financial position or results of operations.

Statement of Financial Accounting Standards {*SFAS") No. 133, *"Accounting

for Derivative Instruments and Hedging Activities," is effective for all fiscal

years beginning after June 15, 2000. SFAS No.l132, as amended, establishes
accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracte, and for hedaing
activities. The Company adopted SFAS No. 133 effective April 1, 2001. The
adoption of SFAS No. 133 will not have a significant impact on the Company's
consolidated financial position or results of operations.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Quantitative and qualitative disclosures about market risk is set forth at
"Management's Discussion and Analysis of Financial Condition and Results of
Cperations," under Item 7.

Item 8. Financial Statements and Supplementary Data

Our Consolidated Financial Statements required pursuant to this item are set
forth at the pages indicated at Item 14 of this Form 10-K.

Item 9., Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure

Not applicable.
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PART III
Item 10. Directors and Executive Officers of the Company

The information required by this item concerning our directors, is
incorporated by reference to the information set forth in our proxy statement
(2001 Proxy Statement) for the 2001 annual meeting of stockholders to be filed
with the SEC within 120 days after the end of our fiscal year ended March 31,
2001.

Item 11. Executive Compensation

The information required by this item regarding executive compensation is
incorporated by reference to the information set forth in our 2001 Proxy
Statement.
Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this item regarding security ownership of
certain beneficial owners and management is incorporated by reference to the
information set forth in our 2001 Proxy Statement.
Item 13. Certain Relationships and Related Transactions

The information required by this item regarding certain relationships and

related transactions is incorporated by reference to the information set forth
in our 2001 Proxy Statement.
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PART 1V
Item 14. Exhibits, Financial Statements, Schedules and Reports on Form B-K

{a} (1) Consolidated Financial Statements:

Page
Number
Independent Auditors' Report...... e et ee it reanaaaaana F-1
Consolidated Balance Sheets as of March 31, 2000 and 2001......... e F-2
Consolidated Statements of Operations and Comprehensive Income (loss)
for the Years Ended March 31, 1853, 2000 and 2001...... ta e aeaan e e e F-3
Consolidated Statements of Stockholders' Equity for the Years Ended
March 31, 1999, 2000 and 200l..... f 4t s st ese s e et e e e ve... F-4
Consolidated Statements of Cash Flows for the Years Ended March 31,
19299, 2000 and 2001..... e aan e N tetes e e Ceaeee tvasana F-5
Notes to Consolidated Financial Statements..... i raceaiesaaniaac e e P-7

{a) (2) Financial Statement Schedules:
Independent Auditors' Report
Schedule II--Valuation and Qualifying Accounts

Filed with the Securities and Exchange Commission as Exhibit $9.1. All other
schedules have been omitted because the information is not required or is
ineluded in the consolidated financial statements.

{a) (3) Exhibits:

Exhibits submitted with this annual report and those incorporated by
reference to other filings are listed on the exhibit index of this Form 10-K as
filed with the Securities and Exchange Commission.

(b} Reports on Form 8-K:

The Company filed no current reports on Form 8-K in the fourth quarter ended
March 31, 2001.
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INDEPENDENT AUDITORS' REPORT

To the Stockholders and Board of Directors of
Infonet Services Corporation
El Segundo, California:

We have audited the accompanying consolidated balance sheets of Infonet
Services Corporation and its subsidiaries (the "Company") as of March 31, 2000
and 2001, and the related consolidated statements of operations and
comprehensive income (loss), stockholders' equity, and cash flows for each of
the three years in the period ended March 31, 2001. These financial statements
are the responsibility of the Company’'s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasconable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinionm.

In our opinion, such consolidated financial statements present fairly, in
all material respects, the financial position of the Company as of March 31,
2000 and 2001, and the results of its operations and its cash flows for each of
the three years in the period ended March 31, 2001 in conformity with
accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP
Deloitte & Touche LLP

Los Angeles, California
June 11, 2001




INPONET SERVICES CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(In Thousands, Except per Share Amounts)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents.............
Short-term investments..... ceerarr e cesaeannaa

Accounts receivable, net of allowances of §8,364 and
$13,855 as of March 31, 2000 and 2001,
respectively....oovaan o

Deferred income taxes...

Prepaid expenses........

Other CUrTent ASSETB...zcu-virasasnnoannan ceareneaana

Total current assetS.. .. ivansnnan prrrraaeranananan
PROPERTY., EQUIPMENT AND COMMUNICATION LINES, Net...... .
GOODWILL AND OTHER INTANGCIBLE ASSETS, Net.......... PRN
OTHER ASSETS..... Wananamettssasatannsnanan aaararr e

TOTAL ASSETS...... e F N TR R T

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
current partion of long-term cbligations.............

Current portion of capital lease obligations........ .
Accounts payable. .. ... iiiiisninanan rrererraranann P
Network communications....... bisasassaieaan
Accrued salaries and related henaﬁts. ceemessnansanas
Income taxes payable....................

Advance billings...... Cearaarmrarraves

peferred installation revenues‘ hibeearanananns

Other accrued eXpPenBeS. .. ...ocvunsrrrnonamnnns
Total current liabilities.......ccovmvmairenauns,

DEFERRED REVENUE AND COMPENSATION.........ciccanvacs
CAPITAL LEASE OBLIGATIONS. .. ... cavnemsns
LONG-TERM CBLIGATIORS.......cucanecincass casemenan
LONG-TERM BANDWIDTH OBLIGATIONS..... cunan reramen

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS'® EQUITY:

Class A common stock, 5$0.01 par value per share:
400,000 shares auchorized; 370,160 and 364,160
shares issued as of March 31, 2000 and 2001,
respectively, and 167,403 and 161,403 shares
ocutstanding as of March 31, 2000 and 2001,
respectively; 202,757 shares held in treasury.......

Class B commen stock, $0,.01 par value per share:
600,000 shares authorized; 302,778 and 309,309
shares issued and outstanding as of March 31, 2000
and 2001, respectively...cicivaierornrrrnaranansnans

Treasury stock, at cost, 202,757 EhAYEB........ccueaes

Notes receivable from issuance of common stock.. .

Retained earnings (accumulated deficie}..... .e

Accumalated other comprehensive lose...........c0000s

Total stockholders' equity...c.vonnnncanmnnncaaaanas

TOTAL LIABILITIES AND STOCKHOLDERS' BOUITY.............

March 31,

2000 2001
$ 727,681 5 137,5%9
58,807 464,035
138,762 177,420
§.011 6,792
g,308 14,335
177 10,048
940,746 810,229
226,562 464,172
3,425 7.384
51,5%4 64,146
41,222,327 51,345,931

$ 2,059 § 5,076
3,191 3,169
B3,694 76,851
50,717 92,301
22,119 15,859
7.538 13,727
22,168 26,79%
-- 9,861
12,079 18,823
203,%65 252,468
29,714 37,215
12,059 8,954
73,081 108, 880
27,393 -
4€5 663
67,187 66,078
959,870 985,889
{121,104} (121, 184)
{8,134} {8,465}
(12,741} 7,492
{1,927} {2,057)
876,051 927,153
$1,222,327 51,345,931
-

See accompanying notes to consolidated financial statements.
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INFONET SERVICES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS}
{In Thousands, Except per Share Amounts)

Year Ended March 31,

1999 2000 2001
REVENUES, Neb.. . ... .ii.iiveernsenrnnannunasssvsssnanns $302,997 § 481,444 $661,945
EXPENSES:
Country representative compensation..........evsa- 53,766 151,283 235,438
Bandwidth and related coste..... .- - - ouun- 52,700 90,457 ° 125,438
Network operations.....cvc-cccrriocitasnecasnsnnnns 55,041 72,230 79,503
Selling, general and administrative............... 133,663 196,314 197,879
Total @XPeOB@B . .o i e vemetenanomnonnanamansnancnnns 301,170 510,284 638,258
OPERATING INCOME (LOSS) ...c-vuciavnssssnannsnsnnannna 1,827 (28,840} 23,687
OTHER INCOME (EXPENSE):
Interest Income. ...._ ... ... ... .iiiiuirennssosnnannnnnsn 1,881 14,560 43,253
Interest EXPENEE. ... vrinsnarsasncnsrenrnsnanrrvsnns (689) {7,162} (11,882}
Other, Meb . . ... .. it iieustnsasnananmansasneannns 382 {1,310} 914
Total other income, net............ ... .aauaes 1,574 6,088 32,315
INCOME (LOSS) BEFORE PROVISION (CREDIT} FOR INCOME
TAXES, MINORITY INTEREST AND EXTRAORDINARY ITEM.... 3,401 (22,752} 56,002
PROVISION (CREDIT) FOR INCOME TAXES.....-vcoc-cnnnn- (180} 3,996 28,043
INCCME (LOSS) BEFORE MINORITY INTEREST AND
EXTRAORDINARY ITEM.. ... i viinvrnrvnnrrsnnsnnsrras 3,581 {26,748} 27,959
MINORITY INTEREST. ... cvcueerrnnsrensrvrrnssenrnrvanne 132 (43} 224
INCOME (LOSS) BEFORE EXTRAORDINARY ITEM........e0..- 3,443 (26,705) 27,735
EXTRAORDINARY ITEM (Net of income taxes of $363).... - - 502
HET INCOME (LOSS)....uineiscermsnnnannmnnsnnnnnannnn 3,445 (26,705) 27,233
OTHER COMPREHENSIVE INCOME (LOSS):
Foreign currency tramslation adjustments.......... {241) (573} (3,099}
Unrealized gains (losses) on securities, net of
EBX. s tvnonnsasonesnnssnnssnnananannananansnnnsnnnnss 16 (36) 2,969
Minimum pension liability adjustment, net of tax.. (138) 138 --
Total other comprehensive 1lo6E, Neb.......vevunn (363) (471) {130}
COMPREHENSIVE INCOME (LOSS) ... ..vvvirinmsosscsannas § 3,086 5 (27,176} $ 27,103

BASIC AND DILUTED EARNINGS (LOSS) PER COMMON SHARE.. § 0.01 § (0.06) $§ 0.06

BASIC WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING. . .. . it e i ies s e nmemsnnomnaneanannannns 373,750 417,197 470,712
EEEEEER®E EMEEEKEESRX L34 2 k3 &3
DILUTED WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING . - .t i et snvnvvocnnonssannsesausancansen 373,750 417,197 472,599

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS'

BALANCE, APRIL 1, 1998..
Net income..... tissenme
Dividends pald...... sen
Foreign currency

translatjon
adjustments . .. ... ...

Unreslized gains on
sacurities. ... o0va-0-

Miniwum papaicn
liability adjustments,
net of tax of 592.....

BALRNCE, MARCH 31,
1999, 0 it iniiianransaan
NHet joms.,........... .-
Public offering of

commen stock, net of
issuance costs........
Sharess iseued pursuant
Lo autsourcing
agreements, net of
JESuanCE COBLE.....aun
Exerciee of stock
opticns....... besisaun
Exarcise of stock
purchase rights.......
Stock-based
compensation charge. ..
Notea receivable from
issuance of commen
BEOCK . ainvraananranan
Dividends paid.........
Foreign currency
translation
adjustments. . .ovavuaea
Unrealized losese cn
securities...... s
Minimum pansion
liability adjustments,
net of tax of §92.....

Bxercise of stock
optione.....
Stock-based
cempeneation charge...
Conversion of SARs
plan........... .
Repayment of notas
receivable from
Iszuance of common
ALOCK. L vsmaraansanses
Stock options
rescinded. ... .00
Erployes stock purchase
Pl v vancncararmnns
Accrued interast en
notes receivable......
Foraign currancy
tranalation
adjustoent®. . coareuren
Tnrealized gaine on
sacurjities pat of eax
of $1,917.......

BALANCE. MARCH 31,
E e

YEARS ENDED MARCH 21,

1999,

{(In Thousands)

Common Etack Treasury Stock
Sharsa Amount Shares Amount.
576,507 181,693 (202,757 (121,184}
576,507 191,893 (202,757  {121,184)

38,462 766, 79T - -

47.840 39,501 .- --

565 475 - -

9,564 7,998 . -

- 20,373 - --
€72,938 1,027,037 ({202.757) (121,184}

547 460 - -u

- 16'400 - -~

- 7.778 - -

{108) {84} - -

9% 379 - -
673,469 $1,051,9687 (202,757F (121,184}

Hotes

Receivable

From

Issuance of

INFONET SERVICES CORPORATION AND SUBSIDIARIES

2000 AND 2001

Retained
Earnings
{Accumulated

Common Stock  Defisit)

(8,134}

(8,134)

S(n, 465}

4,515
3.449
{500}

7,464
(26,7051

{19,741}
27,212

EQUITY

Accunulated
Othar

rehengive
lncome {Loss)

{1,053}

(241}

1€

(138}

{1,456}

{5731
(3s)

138

{1,927)

S
i 099)
'\'.
2.969

${2,087)

Total

18,717
{26,705}

766,797

39,501
475
‘7,998
20,373
(8,134}
{soo0)
(573}
(26}

128

876,051
27,233

460
16,400
7.775

10
(84}
379

{401}

{3,099}

$327,753

See accompanying notes to consolidated financial statements.
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INFONET SERVICES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASHE FLOWS
{Pollars in Thousands)

Year Ended March 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income {loBB).....iveervmccncnniatacanans $ 3,449 5 (26,705) § 27,233
Adjustments to reconcile net income (loss) to
net cash provided by cperating activities:

Depreciation and amortization.............. 18,785 27,521 51,654
Amortization of debt acquisition costs..... -- 551 1,645
Loss on sale of subsidiary.........ccecva.n -- -- 480
Extraordinary item.......cvmuunveceranncann - -- 502
Stock based compensation charge............ - 33,377 11,112
Loss (gain) on sale of property, eguipment

and communication lines................... {283) (194) 48
Deferred income LaXeB. ... ....cciancnananans {7.539) ({5,910) 3,507
Minority interest......cocueeerenensnrvansnn 132 (43) 198
Discount amortization on marketable

Becuritied. ... oot innnnivnnnnraaraenanana .- - (1,730
Realized gain on marketable securities..... - -- (296)

Changes in assets and liabilities, net of

business sold:
Accounts receivable, net.......cc0-ccnen-n- (10,974} (81,500) (40,403}
Prepaid eXpeISeE. . o0 vvecaccaacsscsrossnnn (2,409} (172) {5,068)
Other current ABBELEB...-v.c-u-cccstsotannae (419} 294 {1,348}
Aogounts payable. .. .. . iine i i i, 5,725 65,487 {4,224}
Network communications..........ceecne-nnan- (1,227) 9,500 11,248
Accrued salaries and related benefits...... 644 2,035 3,254
Incomse taxes pavable. ... .......ceenornanan-- 3,099 {2,786) 5,799
Advance blllings.......covvenrrromncancaans 1,978 B,169 4,631
beferred installation costs.......-........ - -- 577
Other accrued €XpPeIEEE. .. v vn-cccncoaosstaan (731} 1,582 3,636
Deferred income and compensation........... 3,60% 7,417 Z,340
Purchases of trading securities............ {7,628) {30,497) (26,399)
Proceeds from sale of trading securities... 5,957 19,447 23,732
Other operating activities.........cvueeva- (257} (1,857) (786)

Net cash provided by operating
activities. ... . ... .. i s e 11,911 25,620 71,741
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, eguipment and

communication Llines.....covecccoaaaaacaaaan (27,033 (100,141) (256,842)
Proceeds from sale of property, equipment and

communication lines. ... ... i inaiiinenaan 902 61 90
Proceeds from sale of subsidiary, net of cacsh

Given. .. ... iieiiaainsnsnonsanasnnaasnnannn - - 716
Net acquisition cost of minority interest in

BubBidiary. (. i ittt c i -- -- {11, 682)
Purchases of securities available-for-sale... (11,115} (60,769) (BO3,906)
Proceeds from sale of securities avallable-

F o3 - g O 9,922 7,702 253,117
Maturities of securities available-for-sale.. 11,546 2,420 152,526
Purchases of held-to-maturity securities..... (4,435) (3,420} -
Maturity of held-to-maturity securities...... 2,205 10,281 14
Other investing activities........ceeveennann (2,671) (1,825) (3,936)

Net cash used in investing activities.... (20,679) {145,681) (665,903}




INFONET SERVICES CORPORATICN AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS- - {Continced)
{Dollars in Thousands)

Year Ended March 31,
199% 2000 2001
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of long-term cbligations.. 16,000 110,040 117,000
Payments on long-term obligations................ [7,085) (69,290} (78,184}
Payment of capital lease cbligations............. {2,587) [2,543) (3,126}
Payment on long term bandwidth cbligatioms...... . - - {27,000}
Net proceeds from issvance of common stock....... -- 806,814 754
Repayment of notes receivable from issuance of
COmMONn SLOCK. .. iarannnenncacasrensnnnnn Caraeare -- 165 0
Debt issuance COBL.....ivusnncanmsssarasasnsnnnnn - (5, 048) -=
plvidends pald. . ... ... o ivnaianaaaan etsaaaaannn (500) (487) --
Net cash provided by financing activitcies.... 5,828 839,613 5,514
EFFECT OF EXCHANGE RATE CHANGES ON CASH..... PO 172 (542) (1,434}
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS .« v cueransassacnsancnns CvssiE A aenaen {2,768} 719,000 (59¢,082)
CASH AND CASH EQ‘UIVALF)ITS BEGINNING OF YEAR....... 11, 44% 8,681 727,681
CASH AND CASH EQUIVALENTE, END OF YEAR............- 58,681 §727,6BL %$117,599
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
cash paid during the year for:
INCOME TAXEB. ... .vnvrsnsrrrsrarrammemcnny wavees §4,913 5 12,794 § 21,351
Interest. ... ... 0ovevnan- dersssrstaanne heisasasa § 698 5 7,148 § 11,481
SUPPLEMENTAL NONCASH INVESTING AND FINANCING
ACTIVITIES:
Accquisitions of equipment through capital
b Y T tecacaaans $7,443 $ 10,870 % --
Acquisitions of communication lines accrued but
not pald........... Cesaremnannn Cedsarrramsesnnn . 5 .- $31’ 105 § 29,554
Acquisitions of equipment accrued but not 'paid.. - % - -- $ 1,501

puring June 1999, the Company acquired a right of use of capacity in a
fiberoptic submarine cable system for a total commitment of $45.0 million. Of

the total commitment, $18.0 million was settled in cash in June 1999.

puring the year ended March 31, 2000 the Comwpany issusd shares of Class C
common stock for notes recelvable amounting to approximately $8.0 million.

In March, 2000, the Company acquired land and a building for its
headquarters facilities for approximately $33.1 million. Of this amount,
approximately $25.5 million was financed with a mortgage loan.

puring April 2000,

the Conpany amended its 1998 Stock Appreciation Rights

Plan ("SARs*) resulting in a new measurement date. The Company consequently
reduced the SAR's liability and credited stock-related compensation by

approximately $5.3 million to reflect the stock price at the new neasurement
date. The anended SARs Plan provides chat the SAR may be eettled with stock or
cash at the sole discretion of the Company. In accordance with Financial
Accouncing Standards Board Interpretation No, 28 *Accounting for Stock
Appreciation Rights and Other Variable Stock Optione or Award Plaps” and
Pinancial Accownting Standards Board Interpretation No. 44 *Accounting for
Certain Transactions Involving Stack Compensation,® the Company is accounting
for the tandem awards as equity instruments and the plan, as amended, as a
fixed plan under the provisions of APB Opinion Wo. 25 *Accounting for Stock
Issued to Employess.* Consequently, the Coopany reclassified the approximately
$7.7 nillion of remaining SARs liability to class B common stock.

In connection with the adoption of Staff Accounting Bulletin No.1%1,
*Revenue Recognition in Financial Statementg® the Company recorded deferred
installiation fee revenues of $22.4 million as of April 1, 2000 and an equal

t of iner al and direct set up costs.

See accompanying notes to consolidated financial statements.
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INFOCMET SERVICES CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED MARCH 31, 1%9%%,. 2000 AND 2001

1. GEMERAL INFORMATICN

Description of Business--Infonet Services Corperation ("Infonet* or the
“Company®) provides cross-border managed data communications services to
multinational corporations worldwide. Infonet's largest stockholders include
six of the world's major telecommunication companies. Infonet provides services
directly through country representatives and indirectly through major
international telecommunicatione carriers and value-added resellers.

Initial Public Offering--In Decembexr 1983, the Company completed its initial
public offering {(the “Offering" or “IPO"} of 51,282,300 shares of its Class B
comnon stock act an offering price of $21.00 per share. Of these shares,
12,820,700 Class B shares were sold by six stockholders, and the Company sold
38,461,600 Class B shares. The 12,820,700 shares of Class B common stock sold
consisted of 10,513,000 existing Class B shares and a conversion of 2,307,700
Class A shares to Class B shares. Net proceeds to the Company from the '
offering, after deduction of associated expenses, were approximately $766.8
million.

Fiscal Year--The Company's fiscal year is the 52- or 53-week pericd ending
on the Friday nearest to March 31. For simplicity of presentaticn, the Company
has described the 52-week periods ended April 2, 19959, March 31, 2000 and March
30, 2001 as the years ended March 31, 1999, 2000 and 2001, respectively.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation--All majority-owned subsidiaries and
subhsidiaries where the Company exercises economic control are included in the
consolidated financial statements. All significant interxcompany accounts and
transactions have been eliminated. The Company's investments in 20% to S0%
owned companies in which it has the ability to exercise significant influence
over operating and financial policies of the investee are accounted for using
the eguity method.

Use of Estimates--The preparation of finaneial statements in conformity with
accounting principles generally accepted in the United States of America
requires management to make estimates and agsumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. As with any estimates,
actual results could differ from those estimates.

Cash and Cash Equivalents--The Company considers all highly ligquid
instruments purchased with a maturity of three months ox less to be cash
equivalents.

Fair Value of Financial Instruments--The carrying amounts of cash
eguivalents, accounts receivable, and accounts payable approximate fair value
because of the short-term maturities of these instruments. The carrying amount
of available-for-sale securities classified as short-term investments and
trading securities classified as other assets reflects their fair value since
these securities are marked to market. Long-term debt obligations approximate
fair value because related interest rates approximate market rates. The fair
value of the interest rate swaps {(see Note 8} at March 31, 2000, and 2001 was
approximately $9,000 and approximately ($654,000), respectively.

Concentrations of Credit Risk--The Company's financial instruments that are
exposed to concentration of credit risk consist primarily of its cash
equivalents, available-for-sale investments, and accounts receivable. The
Company restricte investments in cash equivalents and available-for-sale
investments to financial institutions with high credit standing. Credit riek on
accounts receivable is minimized ae a result of the large and diverse nature of
the Company's worldwide customer base. The Company performs ongoing credit
evaluations of its customers*' financial condition and maintains allowances for
potential credit losses.




INFONET SERVICES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)

Revenue Recognition--The Company records revenues for network services;
consulting, integration and provisioning services; applications services; and
other communications services when the services are provided. Such services are
pravided under client contracts, which generally have a term of 1 to 3 years.
Installation fee revenues are amortized over the average customer life. Amounts
for services billed in advance of the service period and cash received in
advance of revenues earned are recorded as advance billings and recognized as
revenue when earned. An allowance for customer credits is accrued concurrently
with the recognition of revenue.

Depreciation and Amortization--The cost of property, equipment and
communication lines, less applicable estimated residual values, ls depreciated
over their estimated useful lives, on the straight-line method, from the date
the specific asset ie complete, installed, and ready for normal use, as
follows:

Communication, computer and related

equiptent. .. .....ovvvviramcasarnas .- 3 to 5§ years

communication lines..............s +. Shorter of lease term or 15 years
Buildings............... ravarar=--a. 40 years

Leasehold improvements.............. Shorter of lease term or useful lives
Furniture and other equipment..... .« 5 to 10 yeares

Investments in Securities--Shart-term investments are classified as
available-for-sale with unrealized gains and losses reported as a separate
component of accumulated other comprehensive income (loss}. Cost and realized
gains and losses from the sale of these investments are based on the specific
identification method.

Securities held in a trust pursuant to the Company's SERP (see Note 10) are
classified as held-to-maturity due to the fact that the Company has the
positive intent and ability to hold the securities to maturity. These
gecurities are stated at amortized cost, and are included in other assets.

Securities held in a trust purguant to the Company's IDIP (see Note 12) are
accounted for as trading securities due to the fact that the securities in this
trust are invested in accordance with the participants' direction. These
gecurities are recorded in other assets. Both realized and unrealized gains and
losses are included in other income.

Goodwill and Other Intangible Assets--Goodwill arising from the acquisition
of businesses is amortized on a straight-line basis over a period of 20 years.
Intangible asgete include customer base and trademarks, which are amortized
over 10 years on a straight-line basis and purchased technology, which ig being
amortized over 5 years on a straight line basis.

Impairment of Long-Lived Assets--The Company evaluates long-lived asgets for
impairment whenever events or changes in circumstances indicate that the
carrying value of an asset may no longer be recoverable. If the estimated
future cash flows (undiscounted and without interest charges) from the use of
an asset are less than the carrying value, a write-down would be recorded to
reduce the related asset to its estimated fair value. For puwrposes of
estimating future cash flows from possibly impaired assets, the Company groups
aseets at the lowest level for which there are identifiable cash flows that are
largely independent of the cash flows of other groups of assets.

Advertising Costs--Advertising costs are expensed as incurred and totaled
approximately $2.9 million, $5.0 million, and 5$5.7 million for the years ended
March 31, 1999, 2000 and 2001, respectively.

Income Taxes--Deferred income tax assets and liabilities are computed
annually for differences bhetween the financial statement and income tax bases
of assets and liabilities. Such deferred income tax asset and liability
computations are based on enacted tax laws and rates applicable to periods in
which the differences are expected to reverse. If necessary, a valuation
allowance is established to reduce deferred income tax assets to the amount
expected to be realized. U.S. income taxes have not been provided for the
undistributed
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INFONET SERVICES CORPORATICN AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)

earnings of the Company'e foreign subsidiaries, since such earnings are
intended to be permanently reinvested in the operations of those subsidiaries.
At March 31, 2001, the cumulative undistributed earnings of the Company's
foreign subsidiaries was approximately $29,925,000 and unrecognized deferred
taxes were not material.

Foreign Currency Translation--For the Company's foreign operations, the
balance sheet accounts are translated at the year-end exchange rate, and income
statement items are traneslated at the average exchange rate for the year.
Resulting tranelation adjustments are recorded as a separate component of
accumulated other comprehensive income (loas). Assets and liabilities
denominated in foreign currencies are remeasured at the balance sheet date.
Resulting exchange rate gains or losses are included as a component of current
period earnings. Exchange gains and losses are not material in amount in any
period.

New Accounting Pronouncements--During the fourth quarter of fiscal 2001, the
Company implemented Staff Accounting Bulletin No. 101, "Revenue Recognition in
Financial Statements®, (“SAB 101"). As applied to the Company's operations, SAB
101 requires certain installation fee revenues to be amortized over the life of
the related services rather than be recognized immediately. SAB 101 Topic
13.A.3, " Accounting for certain costs of revenues" refers to contract
acquisition and origination costs and indicates that certain incremental and
direct set-up costs may be deferred and accounted for by analogy to SFAS No.
81, “Accounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Coste of Leases", and FASB Technical
Bulletin No. 90-1, “Accounting for Separately Priced Extended Warranty and
Product Maintenance Contracts." Consequently, the Company has limited deferrals
of incremental and direct set-up costs which are related to the installation
fee revenues to the lesser of the costs incurred or the revenue deferred.
Deferred revenues and costg are being amortized over the average expected
customer contract life of 4 years.

As reguired by SAB 101, during the fourth quarter of fiscal 2001, the
Company retroactively adopted this accounting effective April 1, 2000, which
resulted in an equal deferral of revenues and incremental and direct set-up
costs of $22.4 million. There was no effect on net income. The pro forma effect
of adopting SAB 101 on periods prior to April 1, 2000 was not material to the
Company's consclidated financial position or results of operations.

Statement of Financial Accounting Standards ("SFAS") NWo. 133, "Accounting
for Derivative Instruments and Hedging Activities," iz effective for all fiseal
years beginning after June 15, 2000. SFAS No.133, as amended, establishes
accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracts, and for hedging
activities. Under SPAS No.133, certain contracts that were not formerly
conzidered derivatives may now meet the definition of a derivative. SFAS 133,
reguires that all instruments be recorded on the balance sheet at their fair
value. Changes in the fair value of derivatives are recorded each pericd in
current earnings or other comprehensive income (loss), depending-en whether a
derivative is designated as part of a hedge transaction and, if it-is, the type
of hedge transaction. The Company adopted SFAS No.l133 effective April 1, 2001.
The adoption of SFAS No. 133 will not have a significant impact on the
Company's consolidated financial position or result of operations.

Reclassifications--Certain reclassifications have been made to the prior
year financial statements to conform to the current year presentation.
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INFONET SERVICES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)
3. INVESTMENTS IN SECURITIES

The following is a summary of the available-for-sale securities classified
as current assets (in thousands).

Amortized Falr

Cost Value
As of March 31, 2000:
U.2. government securities........c.iiniiinnnans wearas § 41,915 § al,689%
Corporate debt {nStruments.....-.cce-caen cistsererenmn 16,922 16,908

% 58,837 $ 58,807

As of March 31, 2001:
1.8. government sacurities............... araaererenna--- $237,517 £240,920
Carporate debt instruments..... e sicarErataEss e 221,534 223,115
$459,051 $464,035

The estimated falr value of available-for-sale sscurities by contractual
maturity at March 31, 2001 is as follows (in thousands}:

Due within one year.......ecevcuaeaa- Cetesisnsatairma A waenes $179,215
Due after one year through five years........ Cetmsater e aaaans e 248,107
Due after five years through ten years.......cieiensnscsnsnsnsnsns . 1,389
Due after ten YEarB..avsvevmomnnanans tresusarararananmaa e 35,324

64,035

Proceeds from the sale and maturities of available-for-sale securities
amounted to approximately $21.5 million, $10.1 million and $405.6 million for
the years ended March 31, 1%99, 2000 and 2001, respectively. Gross unrealized
and realized gains and losses on available-for-sale securities were not
material during Fiscal 199% or 2000. Gross unrealized gains on available for
sale securities were approximately $4.% million for the year ended March 31,
2001, Realized gains and losses for available-for-sale securities were
approximately $700,000 and $404,000, respectively, during fiscal 2001.

The following 1s a summary of the held-to-maturity securities classified as
other assets {in thousands).

Amortized Pair
Cost value

As of March 31, 2000:
Other debt securities. ..o iiicneinvannerssnnorrnsnn-n 5 24 § 24

usmEREEE gNETETES

As of March 31, 2001:
Other debt securitiss..... . .viivrersasnsnnnrnsannrares § 11
§ 11 0§ 11

EEEEERENE EEEEEN

Gross unrealized gains and losses on held-to-maturity securities were not
material in each of the three years in the periocd ended March 31, 2001. At
March 31, 2001, maturities on held-to-maturity debt securities are overnighe.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)

The net unrealized holding gains on trading securities amounted to
approximately $96,000 and $58%,000 for the years ended March 31, 1899 and 2000
respectively. The net unrealized holding losses on trading securities amounted
to approximately $3.8 million for the year ended March 31, 2001.

4. INCOME TAXES

The provision {credit) for income taxes is summarized as follows (in
thousands) :

Year Ended March 31,

1559 2000 2001
Current
Federal..... et iaenaaan it eeesaeat e eaa e $ 3,729 $ 3,934 $17,007
Btate. ...t innnans eneeeeenn et 1,078 1,310 3,861
Foreign..........ccoiinn e teeeeeatacec it 2,552 4,662 4,699
7,359 9,906 25,567
Deferred:
Federal.........ouceueuuan Ve tetcanceacaacennan .. (6,023) (4,224) 1,995
(<1 - % oL - SN e reaneeea veeesesaaes (1,516) (754) 561
Foreign.................. e vaneeeame e -- {892) {80)

- - - -

$ (180} $§ 3,996 $28,043

===SS=s== EETSEESEEST ========

The components of income (loss) before provision (credit) for income taxes,
minority interest and extraordinary item are (in thousands):

Year Ended March 31,

1599 2000 2001
Dome?tic ................... C e e e et a e me e ${4,537) 5(32,475) %$44,110
Foreign............ et a A ety an s e e 7,938 9,723 11,892

—_——————- - - - ———

$ 3,401 $(22,752) $56,002

=zrmEss =mgem==== =s=m===




INFONET SERVICES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)
The following table reconciles the difference between the U.S. federal

statutory tax rate and the rates used by the Company in the determination of
net incomes {loss) (in thousands):

Year Ended March 31,

1999 2000 2001

Provision (credit) for income taxes, at 34% for

1499 and 2000 and at 35% for 2001........0000nn $1,156 ${7,736} $19,601
State taxes, net of federal effect......... P {289) 340 2,875
pifference in U.8. federal and foreign tax

rates, NeL....ccveanna erareaaraar e 282 464 163
Valuation allowanCe.....vevenmnnsnsnnnan (1.817} 3,923 1,335
Non-deductible expense ftems........ sisaarenenan 233 6,646 4,982
Other....ocvavcee-- Bearisssamenarmsnnaan s 13 159 (914}

§ {180} § 3,996 $28,043

The principal components of deferred tax assets and {(liabilities) axe as
follows (in thousands):

Year Ended March 31,

1959 2000 2001
Differences between book and tax basis of
PIOPEILY i utenancnanssrarasarirosnnmoncmansess . 5 6,155 $ 2,999 %£(2,426)
Compensation and benefit accruals...... ceeenen 5,933 13,940 14,563
Billings in excess of revenues.........cve0vennn 3,953 4,383 4,759
Net operating loss carryforwards............ . - 3,923 5,269
Other.....vonvuus eerereranarerre e g9 1,018 1,147

16,430 26,263 23,312
valuation allowance. .. .c.cieniiisunnannnamnnas .. -- (3,523) --

% 16,430 $22,340 $23.312

Dafarred cax assets for the years ending March 31, 2000 and 2001 include tax
benefits resulting from the net operating loss carryforward {"NOL*} of a
subsidiary of the Company. In fiscal year 2000 the tax benefit was offeet by a
valuation allowance established because ownership of the subsidiary was below
that needed for inclusion in a consolidated tax filing and, absent group
income, realization of the tax asset was in doubt. In fiscal year 2001 the
Company acquired additional ownership, enabling it to include the subsidiary in
its consolidated tax filing and use the NOL over time against group taxable
income. The valuation allowance was credited to the cost of the acquired
subsidiary's stock.

During the year ended March 31, 2001 the Company filed a request for
determination with the Internal Revenue Service (“IRS') regarding the propriety
of establishment of an intangible asset, for tax purposes only, arising in
connection with the Seprember 15999 transactions in which the Company cbtained
access to the customers of AUCS Communication Services N.V. A favorable
determinacion from the IRS could result in establishment of a deferred tax
asset that could be material. As there is no assurance that the IRS will
determine in the Company's favor. no deferred tax asset (nor ite consequent
increase to stockholders' equity) has yet been recorded in the Company's
financial statements.

Though realization of the Company's deferred tax asssts ie not assured,
management believes that it is more likely than not that all deferred tax
assets at March 31, 2001 will be realized. If, however, estimates of future
taxabla incoms were to materially decline. the carrying value of those deferred
tax asgets could be reduced.
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INFONET SERVICES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continued)
5. COMMITMENTS AND CONTINGENCIES

Leases--Minimum fixed payments reguired for the next five years and
thereafter under capital and operating leases ip effect at March 31, 2001 are
as follows {in thousands):

COperating Leases
Capital =--==-rercsccaenno-
Leases Real
Equipment Estate Equipment

3,946 3,849 3,731
3,381 3,202 2,808

2,582 2,860 195
1,722 2,495 140
1,722 1,265 3
1,292 4,082 -

14,665 517,853 §7.,077
ERpEZRES [ 2 £ 2 1 0 %
Imputed intereBt.. ... urncrrunsrronamrnanneonons (2,542)

Present value of net minimum lease payments..... §12,123

Rental expense under noncancelable operating leases for the use of real
estate and equipment amounted to approximately $B,886,000, $13,006,000 and
$8,415,000 in 1989, 2000 and 2001, respectively.

Capital leases pertain to amounts due under leases for the use of furniture
and communications and related equipment. The net book value of the related
aesets included in property, eguipment and communication lines was
approximately $14,562,000 and $12,895,000 at March 31, 2000 and 2001,
respectively.

The Company leases certain communication lines and related bandwidth for its
backbone network under short-term arrangements which are cancelable by either
party.

At March 31, 2001, the Company is also committed under contracts which
resulted from the acquisition of bandwidth for periods of up to fifteen years.
Total future payments reguired under these contracts will total $68.1 million
in f£iscal year 2002.

Commitments--Included in other assets is $2.0 million of cash pledged to
collateralize a loan made by a third party to a former officer of the Company.

Contingencies--During 2001, the Company acquired bandwidth for approximately
$9.0 million from a network service provider, which, subseguent to March 31,
2001 filed voluntary petitions for chapter 11 protection with the United States
Bankruptecy Court and made analogous filings in the United Kingdom. Information
available to the Company currently indicates that it is more likely than not
that the network service provider will continue to perform under the original
terms of the agreement. As such, the Company is of the opinion that the
carrying value of the related asset is not impaired. The Company will continue
to monitor the situation and will record an impairment charge whenever evente
or changes in circumstances indicate that the carrying value of the asset is no
longer recoverable.

Litigation--During the normal course of business, the Company wmay be subject
to litigation involving various business matters. Management believes that an
adverse outcome of any such known matters would not have a materlal adverse
impact on the Company's financial statements.
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INFONET SERVICES CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- {Continued)
6. PROPERTY, EQUIFMENT AND COMMUNICATION LINES

Property, equipment and communication lines recorded at cost consist of the
following (in thousands):

March 31,
2000 2001
Communication, computer and related egquipment............. $160,461 $225,587
Communication LiNnes.......eeemeimimiiiiiinrerannnonnnnnnns 112,786 326,733
Land, buildings and leasehold improvements................ 48,041 50,804
Purniture and other equipment...... ... . ieiiiiiiiernann 17,347 16,714
338,635 620,238
Less accumulated depreciaticon and amortizatiom............ 112,073 156,066
Net property, eguipment and communication lines........... $226,562 $464,172

7. OTHER ASSETS

Other assets consist of the following (in thousands):

SERP minimum pension liability (see Note 10)........ccuvuuenn 51,524 § 1,911
SERP assets (see Hote 10)......uiviineeiuiiinnmassannncannans 24 11
IDIP assets (see Note 12} ...... . iiirviiiinsrsnnnnnnannnnrs 21,217 19,595
Deferred Income LaXEB....-cu-verisssnsorsssncancencnnnrsasssens 16,329 16,520
Unamortized debt issuance COBEB. . ... .. .. ... .itrrrarcncnmnnnans 4,495 2,850
Deferred installation COBEB. .. i vt riaocne e ntnsninnnsnsnna - 13,089
Unconsclidated investments in affiliates...... ... ..ccciuceas 1,088 3,988
Employees loan receivable and intereet...........ccvvvvnaennn - 2,421
QLB . v civrnvsrnnsnavsanssnmsrnasacesstassasavsarsaansnnnennm 6,517 3,761

851,594 564,146

On December 8, 2000, the Company loaned, on a collateralized apd interest-
bearing basis, an aggregate of $2.4 million to several current and former
employees who are not corporate officers of the Company (the “Notes*). The
Notea are payable on demand. Interest is based on 3-month LIBOR plus .75%
{7.35% at March 31, 2001) as determined at the as defined Rate Datermination
Date. Interest ie due and payable in arrears on July 1, 2001 and on each six
month anniversary thereafter until the Notes are paid in full.

8. LONG-TERM OBLIGATIONS

Oon August 17, 193%%, the Company entered into a credit agreement with a
gyndicate of lepdere which provided credit facilities to the Company in an
aggregate amount of $250.0 million (the "Senior Secured Credit Facility*). The
Senior Secured Credit Facility consists of two term loan borrowing facilities,
in the amount of $100.0 million (the “Delayed Draw Term Loan'} and $50.0
million (the “Tranche B Term Loan"), respectively, and a revolving credit
borrowing facility in the amount of $100.0 million (the “Revolving Credit
Facilicy").

The Tranche B Term Loan bears interest, at the Company's option, at the Base
Rate, ag defined below, plus 1.75% or the surodellar rate plus 2.75%, and
matures in 28 consecutive unequal guarterly installments,
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which commenced on September 30, 1%95. The Delayed Draw Term Loan was
accessible until August 20, 2000, bears interest at the Company's option at the
Base Rate, as defined below, plus 1.50% or the eurodollar rate plus 2.50%
{B.94% at March 31, 2001), and matures in 20 consecutive unequal quarterly
installments commencing on September 30, 2001. The Revolving Credit Facility
bears interest, at the Company's option, at the Base Rate, as defined below,
plus .50% to 1.50% or the eurodollar rate plus 1.50% to 2.50% which wmargins
vary based on the Company's leverage ratio and matures on August 17, 200S5.
These margins were .50% for Base Rate Loans and 1.50% for eurcdsllar rate loans
at March 31, 2001. The Base Rate is defined as the greatest of the Prime Rate,
the Base CD Rate plus 1.00% and the Federal Funds Effective Rate plus .50% in
effect on a given day. The Company is required to enter into hedge agreements
to provide that at least 50% of the outstanding term loans are subject to
either a fixed interest rate or interest rate protection for a peried
acceptable to the administrative agent.

The loans under the Senior Secured Credit Facility are secured by
pubstantially all of the domestic tangible assets and all intangible assets of
the Company and its domestic subsidiaries, excluding certain specific agsets
identified in the credit agreement. The Senior Secured Credit Facility containe
certain affirmative and negative covenantse which ineclude restrictions on
certaln transactions of the Company. The Company was in compliance with all
such covenants at March 31, 2001, The Senior Secured Credit Facllity also
provides for letters of credit to be avallable to the Company. Furthermore, the
credit agreement requires the Company to pay commitment fees of between ,50%
and 1.00% per year, calculated quarterly, on the average daily amount of
available credit, dependent on the amount of the aggregate principal amounts
outstanding under the Senior Secured Credit Facility. These commitment fees are
payable quarterly in arrears.

outstanding indebtedness under the Tranche B Term Loan totaled approximately
$49.6 million at March 31, 2000 and was repaid in April 2000. Borrowings of
$10.0 million were made against the Delayed Draw Term Loan during the year
ended March 31, 2000 and were repaid incident to receipt of proceeds over a
predetermined amount from the IPO. Maximum borxowings available under the
Senior Secured Credit Facility were reduced as a result of the repayment of
borrowings against the Tranche B Term loan and the Delayed Draw Term Loan and
totaled $190.0 million at March 31, 2001. At March 31, 2001 the Company had
$90.0 million outstanding under the Delayed Draw Term Loan.

On March 28, 2000, the Company entered into a mortgage agreement with a bank
to provide finaneing for the purchass of the Company's headquarters facility.
The mortgage provided financing of approximately $25.5 million over & lS5-year
period at the bank's eurodollar rate plus 1.75% or at the bank's reference rate
less .50% (7.50% at March 31, 2001) at the Company's option. The mortgage is
pecured by the subject property. At March 31, 2001 the Company had $23.9
milliona outstanding under the mortgage agreement.

Maturities of long-term debt for the next five years are as follows (in
thousands) :

Fiscal Year:

T+ heenearaaan § 5,076
1L+ R 9,951
2004, .. it rssssamarsias s e s ss s AN e e Tt Rt 33,701
2 L T 18,701

L 3 L T R LR R 31,076
The LR Y. . vveienrnoctttransannrnarsrnbcssossnsnannnssananssana 15,451
= L Y 113,956
Less Current POXtioN.....eeiiiiieinenceronnnavasvareosasssnnnnane (5,076}
$108,880

EEEEESNNX
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During fiscal years 2000 and 2001, the Company entered intc interest rate
swaps, for an aggregate notiomal amount of $74.0 millien, as required under the
terms of the Senior Secured Credit Facility and to minimize financing costs
associated with indebtedness. The following table sets forth the notional
amount, weighted average pay rate, weighted average receive rate, weighted
average maturity, range of maturities and the fair value of the interest rate
swaps (dollars in thousands):

Weighted Weighted  Weighted
Notional average average average Range of Fair
amount pay rate receive rate maturity maturities value

Swaps hedging the Senior

Secured

Credit Facility........ $50,000 6.81% 6.44% 1.5 years 1-2 years §(582)
Swap hedging mortgage

indebtedness........... $24, 000 7.59% 7.50% 14 years 14 years ${(312)

9. LONG-TERM BANDWIDTH OBLIGATIONS

During the year ended March 31, 2000, the Company entered into agreements
for long-term rights of use of capacity in various cable systems. The remaining
installment payment under one of these agreements of approximately $27.4
million was paid during fiscal year 2001.

10. EMPLOYEE BENEFIT PLANS

Pensions--The Infonet Pension Plan (the "Plan") is a contributory defined
benefit pension plan in which substantially all domestic employees are eligible
to participate. The benefits for the Plan are based on years of participation
and the employee's compensation over the entire period of participation in the
Plan. In addition, the Company has a Supplemental Executive Retirement Plan
{the "SERP")}, which is a nonqualified, noncontributory pension plan. The SERP
is a defined benefit retirement plan for designated key officers and executives
and provides for benefits based on years of service, age of participant, and
the participant's average compensation during his or her final period of
employment under the SERP.
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The following tables provide a reconciliation of the changes in the plans’
benefit obligations and fair value of assets over the two years snded December
31, 1999 and 2000, and a statement of the funded status as of the plans' year
ends of December 31, 1599 and 2000 which are included in the Company's 2000 and
2001 financial statements, respectively. {dollars in thousands):

Other
Pension Postretirement
Benefits Benefits
2000 2001 2000 2001
Change in benefit obligation
Benefit obligation at beginning of year.... 524,817 17,515 § 555 535
Bervice COBL . ... oivirimiiiiinnen i 1,160 957 -- s
Interest COBL ... ... cstracnntcassnanncssannn 1,338 1,306 36 61
Plan participants' contributions........... 643 789 .- -
Actuarial gald....eeeveannnnnoncoacraeennn (4,213) {202) {28) (16}
Benefite paid.....coeeiarrernccneranannnnns (479} {646} (28} (42)
Amendment. ... ... vrcreittrre st ~- - -— 539
SettlementE. ... ..i.ieuamercvecasannnrronanannn (5,751) {380) -- --
Benefits cbligation at end of year......... 17,515 19,339 538 1,082
Change in plan assets
Fair value of plan assets at beginning of
.- P 14,118 17,360 - -
Actual return on plan assetB.......-c.ien-- 3,078 (213) -- --
Plan participants' contributions........... 643 782 - 3,669
Benefits paid. ... .ciiiennicianennncananns {479) (645) -- {32,669)
Fair value of plan assets at end of year... 17,360 17,281 - -
Funded Btatus......cc vttt navrarrsnnanns (1ss5) (2,048) {53s) (1,082)
Unrecognized net actuarial gaim............ (3,98%) {2,138) (809} (772)
Unrecognized prior service cost............ 2,558 2,087 961 1,425
Net amount recogoized.......cuiivsnrcecuiina 5{1,586) &§(2,08%) & (3831 § (429}
E 3 2 3t . a EmEEa EESwxwE
Amounts recognized in the consolidated
balance sheets consist of:
Prepaid benefit cost.... ... .civeirnananna. s 483 § - 5§ -- $ -
Accrued benefit liability.......ccvciiennnn (3,993) (4,012) (535) (1,082)
Intangible asset....... e messserraaaeaans 1,924 1,913 152 653
Net amount recognized.........ccsiecrrannnn $(1,586) $(2,099) $ (383) § (429}
EEETFEEE - mEmmsk R
Weighted-average assumpticns as of
year-end:
Discount rate...... .t riervnrrrannnarss 7.75% 7.50% 7.75% 7.50%
Expected return on plan assets..... eeanenn 9.00% 9.00% N/A N/A
Rate of compensation increase...... P 4.43% 5.43% N/A N/A

The rate of compensation increase shown is for the gqualified pension plan.
For the nongqualified pension plan, compensation is assumed to increase at a 4%
annual rate.

For measurement purposes, an BY annual rate of increase in the per capita
cost of covered health care benefits was assumed in 2001. The rate wag assumed
to decrease gradually to 5% for 2004 and remaia at that level thereafter.
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Net periodic benefit cost for pension plans include the following components
{in thousands}:

Other
Postretirement
Pension Benefits Benefits

1899 2000 2001 1999 2000 2001
Bervice COBL..vaverenannn iasanacacs $ 1,007 $ 1,160 § 956 $--  5-- § S
Interest ¢ast...... eesaratrenamaaan . 1,398 1,338 1,306 40 38 61

Expected return oh plan assets...... {(1,208) {1,267) (1,573) ~-- -- --
Amortization of prior service cost.. 478 478 470 64 64 75
Recognized actuarial (gain} loses.... 103 185 (267) ({54) (55) {(53)
Net periodic benefit cost........... $1,878 §$ 1,894 % 092 § S50 §$ 45 § 88
EESEETrEER L gt EESENREX TEWER ey Lt ]

The projected benefit obligation, accumulaced benefit cbligation, and fair
value of plan assets for the pension plan with accumulated benefit obligations
in excess of plan assets were $10,077, $7,2S51, and $0, respectively as of March
31, 1999, 53,053, %1,441, and $¢, respectively as of March 31, 2000 and §2,287,
$1,890, and $0, respectively, as of March 31, 2001 (all figures are in
thousands}) .

Assumed health care cost trend rates have a significant effect on the
amounts reported for the health care plan. A one-percentage-point change in
assumed health care cost trend rates would have the following effects (in
thousands) :

1% IncreaEse 1% Decrease

Effect on total service and interest cost
COMPONENtE. .. vanensnn- trtttsteasacecenanaaan s 6 $ (6}
Effect on postretirement benafic obligation....... $87 H{1)]

At March 31, 2000 and 2001, the Company esarmarked a total of approximacely
$24,000 and approximately $11,000, respectively, and placed this amount in a
rabbl trust to satisfy future SERP liabilicies. These assetse are accounted for
as *held-to-maturity” and included in other assets in the accompanying
consolidacted financial statements. During the year ended March 31, 2000,
proceeds from the securities in the yabbi trust were used to satisfy the EERP
settlements for designated officers. During the year ended March 31, 2000, the
Company's SERP incurred a settlement of approximately $7.8 million of the
vested benefit obligation due to a transfer of assets by plan participants from
the SERP into the IDIP. The Company recorded a settlement loss of approximately
$2.3 million as a result of this sectlement.

Employees outside the United States are genarally enrolled in pension plans
in the country of domicile. These plans are not considersd to be significant
individually or in the aggregate to the Company's financial statements. The
pension liabilities and their relaced costs are computed in accordance with the
laws of the individual countries and appropriate actuarial practices.

11. STOCCKHOLDERS® EQUITY

on September 30, 1999, the Company sntered into agreements with three of its
stockholders (the *Stockholders®) and affiliares of the Stockholders which,
among other things, gave the Comwpany access to additional multinational
corporate clients of the Stockholders. In exchange for the right to market the
Company's services to clients of the Stockholders and $40.0 willion in cash,
the Company issued 47.84 million shares of Class B common stock to the
Stockholders. The shares issued were recordsd at 5$40.0 million, which
represents the cash received by the Company. Staff Accounting Bulletin 48,
*Transfer of Nonmonetary Assets by Promoters or Shareholders,” requires that
transfers of nonmonstary assets to a company by stockholders in
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exchange for stock prior to or at the time of the Company's IPO be recorded at
the transferor's historical cost basis. Accordingly, the right to market the
Company's services to the customers of the Stockholders was valued at the
Stockholders' basis of $0.

Contemporanecus with the Company's IPO, approximately 2.2 million shares of
the Class A common stock held by a stockholder were converted into an equal
number of shares of Class B common stock. During January 2000, the Company's
underwriters elected to exercise the right to purchase additional shares to
cover over-allotments and approximately 1.3 million shares of Class A commen
stock held by a stockholder were converted into an egual number of shares of
Class B common stock. This resulted in a total conversion of Class A common
stock to Class B common stock of approximately 3.6 million shares.

Class A shares and Clace B shares vote together as a single class with the
Class A shares entitled to ten votes, and the Class B shares entitled to one
vote. Class A and Class B shares are entitled to receive dividends on an equal
basis other than a dividend of capital stock. The Restated Certificate of
Incorporation prohibits the Company and Board of Directors from iesuing any
further shares of Class C common stock.

12. STOCK INCENTIVE AND DEFERRED COMPENSATION PLRANS

During 199%, the Company's Board of Directors adopted the 1998 Employece
Stock Purchase Plan (the *Purchase Plan"), the 1998 Stock Appreciation Rights
Plan (the *SARe Plan™), the 1998 Stock Option Plan (the 1598 Option Plan*) and
the 1999 Stock Option Plan (the *1%9% Option Plan“). The Company hae elected to
accoynt for stock-based compensation resulting from stock cpticns issued to
employees in accordance with the provisions of Accounting Principles Board
(*APB"} Opinicn No. 25, "Accounting for Stock lssued to Employees.* SFAS No.
123, "Accounting for Stock-Based Compensation,* encourages a fair value-based
method of accounting for stock-based compensation resulting from stock options
issued to employees. As permitted by SFAS No. 123, the Company adopted its
disclosure-only requirements.

Under the 1998 Option Plan, the Company was authorized to issue options to
purchase up to B.97 million shares of its Class € common stock. Options issued
under the 1998 plan vest ratably over a four or five year period beginning one
year from the date of the grant. All options must be exercised within ten years
from the date of original grant. The 19%8 Option Plan was a book value plan
whereby participants were granted options to purchasge shares of the Company's
stock at book value at the date of grant, ae calculated in accordance with the
1998 Option Plan. The 1938 Option Plan provided that book value is determined
using a formula based on a multiple of the Company's consclidated revenue. The
1998 Option Plan also provided that the Company had a call right to repurchase
the shares from stockholders under the 19%8 Option Plan who leave the Company’s
employ, or on or after March 15, 2003, provided that the stock was not publicly
traded. The etockholders wnder the 1958 Option FPlan alsc had a right to put
shares purchased under the 1998 Option Plan to the Company, which then had ko
repurchase the shares at thelr book value as of that date, provided that the
stock was not publicly traded. The 1988 COption Plan was converted to a market
values plan, and the Class C common stock was converted to Class B common stock
on Decembar 16, 1999, the date of the Company's Offering. In accordance with
APB Opinion No. 25 “Accounting for Stock Issued to Employees® and Emerging
Issues Task Force Issue No. BB-6, “Book Value Stock Plane in an Initial Public
Offering® the Company recorded a charge to compensation expense of $0,
approximately $20.4 million and approximately $13.4 million in fiscal years
1995, 2000 and 2001, respectively. The remaining unrecognized compensation
expense of approximately $37.1 million will be amortized ratably over the
remaining vesting pericd at a rate of approximately $3.4 million per quarter
through December 31, 2003.

Under the Purchase Plan, the Company was authorized to issue up to 17.594
million shares of its Class C common stock to 35 participants designated by the
Committee which administers the Purchase Plan. The Purchase Plan was a book
valus plan whereby participanta could purchase shares of the Company's stock at
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pook value at the date of grant, as calculated in accordance with the Purchase
Plan. The Purchase Plan provided that book value is determined using a formula
based on a multiple of the Company's consclidated revenue. The Purchase Plan
also provided that the Company had a call right to repurchase the shares from
stockholders under the Purchase Plan who left the Company's employ, or on or
after March 15, 2003, provided that the stock was not publicly traded. The
stockholders under the Purchase Plan also had a right to put shares purchased
under the Purchase Plan to the Company, which then had to repurchase the shares
at their book value as of that date, provided that the stock was not publicly
traded. During 1999, the Company granted purchase rights with respect to
approximately 2.52 million shares at $0.84 per share. Also during 1958,
approximately 9.56 million of the approximately 9.62 million rights granted
under the Purchase Plan were exercised by employeee and the remaining rights
expired unexercised. Of the total shares lssued, approximately 9.52 million
shares were purchased with full recourse notes in the amount of approximately
$7,956,000, by the employees to the Company, and approximately 48,000 shares
issued were purchased with cash. The approximately 9.56 million shares of Class
C common stock issued pursuant to the exercise of purchase rights were
converted into an egual number of shares of Class B common stock on December
16, 1999, the date of the Company's IPO, in accordance with the provisions of
the Purchase Plan.

Pursuant to the Company's SARs Plan, the maximum number of SARs that could
be offered was approximately 1.50 million and the termination date was October
20, 2004 or earlier if certain conditions of the SARs Plan had heen fully met.
buring 1599, the Company amended the SARe Plan by eliminating the limit on the
maximum number of SARs that could be offered and the termination date of
October 20, 2004. Prior to the Company's IPO on December 16, 1293, the SARs
were indexed to the Company's Class C common stock. Subseguent to the Company's
IPO, these SARs are indexed to the Company's Class B common stock in accordance
with the provisions of the SARs Plan. The SARs vest at 25% per year over four
years with the first quartile vesting on January 1, 2001. During the years
ended March 31, 1299 and 2000, the Company granted approximately 1.21 million
SARs and approximately 561,000 SARs, respectively, at a bage price of $0.84 per
share., As of March 31, 2000, approximately 77,000 SARe of the total of
approximately 1.77 million SARs granted were forfeited. In accordance with
Financial Accounting Standards Board Interpretation No. 28, “Accounting for
Stock Appreciation Rights and Other Variable Stock Option or Award Plans," and
Financial Accounting Standard Board Interpretation Mo.44, “"Accounting for
Certain Transactions Involving Stock Compensation* the Company recorded a
charge to compensation expense of $0 and approximately $13.0 million in fiscal
years 199% and 2000, respectively. On April 25, 2000 the Company amended the
SARs Plan to provide for a tandem feature which allows for the settlement of
the SARs with shares of Clase B common stock as an alternative to a cash
settlement. The amended SARs Plan provides that the SAR may be settled with
stock or cash at the sole discretion of the Company. In accordance with
Financial Accounting Standards Board Interpretation No.28 "Accounting for Stock
Appreciation Rights and Other Variable Stock Options or Award Plans® and
Financial Accounting Standards Board Interpretation Ne. 44 “Accounting for
Certain Transactions Involving Stock Compensation," the Company is accounting
for the tandem award as equity instruments and the plan, as amended, as & fixed
plan under the provisions of APB Opinion No. 25 "Accounting for Stock Issued to
Employees." The amendment to the SARe plan created a new measurement date. The
Company credited stock-related compensation by approximately $5.3 million to
reflect the stock price at the new measurement date. The remaining unrecognized
compeneation expense of approximately $8.5 million at the date of the amendment
will be amortized ratably over the remaining vesting period at a rate of
approximately $770,000 per guarter through December 21, 2003.

tndey the 1999 Optien Plan, the Company is authorized to issue up to a
maximum of approximately 10.6 million shares of its Class B common stock to
executives and other employees and directors of, and consultants to, the
Company and its affiliates. Options issued under this plan generally vest
ratably over periods from three to five years and expire on November 22, 2008
or earlier if certain conditions of the 1993 Option Plan have been fully met.
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On April 18, 2000 the Company's board of directors adopted the 2000 Cmnibus
Stock Plan (the "Omnibus Plan"}, which authorizes the Company to grant or issue
options, restricted stock and performance awards, dividend equivalents, ‘
deferred stock and stock payments up to a total of 6,000,000 shares (which
number has received board approval to be increased to 10,000,000 shares,
subject to stockholder approval). Options issued under the Omnibus Plan vest as
determined by the Company's Compensation Committee at the time of grant and
typically must be exercised within 10 years from the date of grant.

The Company's hoard of directors also adopted on April 18, 2000 the 2000
Employee Stock Purchase Plan (the "Employee Stock Purchase Plan") which is
intended to qualify as an "employee stock purchase plan” under Section 423 of
the Internal Revenue Code of 1986, as amended. The maximum number of shares
which may be issued under the Employee Stock Purchase Plan is 2,000,000.

The following summarizes stock option activity (shares in thousands):

Weighted

Average

Exercise
Shares Price

Outstanding at March 31, 1999.....cucrucrnranns -- $ --
Granted......c.vcvunn teetsnasaccsaceecastaessenaananannannns 14,173 16.89%9
Exercised.....cceeiiccansnnncans e it ettteecaana s (566} 0.84
Cancelled. . iiiorrrceaietianacasoncennnanrnannns Pstanesenaan (215} 0.84
Cutstanding at March 31, 2000....00innetuciannnnnncansscennn 13,392 $17.82
Granted. . .....cciiiananarnonranan te4tedeacaranaesae e 11,828 7.03
Exercised....ccccveccannnnn e tdsateaenaacan i eetaeaaaaanens (547) .84
Cancelled. . ... ittt iicenncatsnasnstannanannannnn teaseraraan (588} 6.40
Rescinded. .. .. veeieeecvanscaarnacnsnnansnnenn et esassseanaas 108 .84
Qutstanding at March 21, 200L.....civtrveancenavanncnnnnnsns 24,193 $13.13
L 1 4 4 41 3 .

The following summarizes stock options outstanding and exercisable as of
March 31, 2001 (shares in thousands):

Options Outstanding Options Exercisable
Number Weighted average Weighted average Number wWeighted average
Range of Exercise Price outstanding Remaining life (years)} exercise price exercisable egercise price

ke

$0.84 3,034 6.4 5 0.04 156 § 0.84
$5.15-6.00 7.238 9.7 $5.77 - -
$13.50-17.681 2,656 9.2 $13.75 55 $13.75
$21.00-$25.20 . 10,465 8.7 $22.589 2,141 $22.59
$0.84-525.20 24,153 8.7 $13.13 2,952 $16.85
EEEEEEETETEEE Emumww - L] swexs _memm
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The Company used the Black-Scholes option pricing model to determine the

fair value of grants made in fiscal 2000 and 2001. The following assumptions
were applied in determining the pro forma compensation costs:

Year Ended
December 31,

Weighred average risk-free rate of return, anpual............ 5.88% 5.77%
Expected option life, in years................ P 6.0 4.1
Expected volatility... ... . oo, Celeisica e tarns 50% a5%
Expected dividend yield.... . ciuiennnnnannnensnnn cerameamaan .. - --
Falr value of cptions: )
Oranted at market price...........c..un temrmrssarararanarse $ 7.53 5 4,81
Granted at prices exceeding market..........v-vceceaaaaoa. $11.93 § B 45
Granted at prices less than market................ e $12.88

The followihy table represents pro forma net income {leoss) and preo forma
earnings {(loss] per share had the Cowpany slected to account for stock-based
compensation in the fiscal year ended March 31, 2000 and 2001 in accordance
with SFAS No. 123 {in thousands, except per share amounts}.

March 11,
2000 2001
Net income (loss):
A reported........ feeetamann Chtetesannsusassaanssnasass S5(26,708) 527,223
Pro fOrMA. . ooutsistarstasssasnssaansnnsnssnsasnansnsnas $(32,117) § 3,549

Earnings {loss) per share:
§ (0.06) § 0.08
$ (o0.08) § 0.01

During December 2000, the Company and two of its officers rescinded the
exercise of approximately 108,000 incentive stock options exercised by thoss
officers earlier in the year. In connection with the rascission, the Company
recorded a charge to earnings of approximately $6,000 which represented the
excess of the sum of (1) the cash refund of the exercise price to the officers
and {ii) the intrinsic value of the options issued at the date of the
rescission over the fair value of the shares exchanged by the officers.

The Company has a nonqualified deferred income plan (the *IDIF") for
employees sarning over a prescribed amount. Participants may defer receipt of
compensation, which is held by the Company in trust and is invested in
accordance with the participants* directions. As of March 31, 1899, 2000 and
2001 the trust assets held by the Company aggregated approximately §9.8
million, $21.2 million and $1%.6 million respectively; the vested portion of
trust assets aggregated approximately $8.5 million, 521.2 willion and
$19.6 million respectively, These assets are accounted for as trading
securicies and included in other assets in the ascompanying finanelal
statements.

In 1995, the Company created an agreemeant witch the participants of the
Infonet Phantom Stock Option Plan (the *Fhantom sStock Plan*) whereby the
participants could elect either a cash or deferral optiocn for the vested value
of grants under the Phantom Stock Plan at the end of 1994, effectively -
cerminating the Phantom Stock Plan. Parcicipants who elected the deferral.:
opcion were eligible to receive additicnal amounts through 199%, based on the
Company's achieving revenue and profit goals and the {ndividuale* cr.m:inu
employment. The related expense in 1999 was $830,000. Participantse had an*
option to have their annual vested portion contributed to their 1ndividua1
account as part of the IDIP.
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12. RELATED-PARTY TRANSACTIONS

Related parties consist of non-consolidated country representative
erganizations in which the Company holds less than a fifty percent cwnership
interest, country representative organizations owned directly or indirectly by
the Company's stockholders, and the Company's stockholders and affiliates of
the Company's stockholders.

Related party transactions for the years ended March 31 comprise the
following (in thousands):

1999 2000 2001
REVENUESE, NEBL.....crntnsnmnnannasssasnsnnancannnn cee. S8B,278 $194, 740 $294,696
Country representative compensation............... 40,031 131,234 218,942
Bandwidth and related costs....... faeararsarenanen 9,002 17,543 17,990
Selling, general and administrative......... carane 9,181 10,608 14,097

Approximately $70.2 millicn of vmamortized cost for bandwidth capacity
acquisitions from related parties will be expensed in future periods in
accordance with the Company's accounting policies. ARocenmulated amortization am
of March 31, 2001 is approximately §6 million.

Related party balances as of March 31 comprise the following (in thousands):

2000 2001

Accounts receivable............... fereraraneraaannanan-aones 560,214 $51,205
Accounts payable............ binesassrataasanas tassussaana-.. S5B,586 60,579
Network communications......ceceievans T 23,584 15,363

As part of the agreements entered into with related partiss of the Company
on September 30, 1999 (see Hote 11}, the Company aleo entered intc a three-year
management agreement (the "Manag t Agre t*) with a related party. Under
the terms of the Management Agreement, the Company earn: a managesment fee equal
to 1.5% of the consolldated revenues of the related party up to a defined
aggregate maximum, over the term of the agreement. During 200), the Company
recognized management fee revenue of 53.7 millicn related to this agreement.
Also upder the terms of the Management Agreement, the Company may earn an
incentive payment, based on defined financial performance criteria ithe
rperformance Criteria®}, subject to certain limite. However, if the Performance
criteria are not achieved, the Company will not receive the incentive payment.
The Company alsoc entered into an agreement which gives the Company a call
cption until September 2002, to purchase any and all of the tangible assets of
the related party at fair value, not to exceed $130 million.

14. ACQUISITIONS AND DIVESTITURES

In June 2000, the Company sold its interest in Infonet Softwares Solutions
Inc. for §1.5 million in cash, resulting 4n a loes of $480,000.

In August 2000, the Company paid $12 million in cash to acquire the
remaining 51 percent in its subsidiary Networks Telephony Corporation (°NTC®).
This acquisition increased the Company's ownership in XTC to 100 percent. The
excess of the purchase price of the etock over the fair value of the additional
interest cbtained in RTC's tangible nec assets was $7.8 million and was
allocated to purchased technology. Had the acquisition occured as of April 1,
1989 pro forma consoclidated revenues, net income (loss) and pet income= (lossa)
per share would not have been materially different than the amounts reported
for any period.

In September 199%, the Company committed to a plan to dispose of its
subsidiary, ESG Communications Inc. ("E5G"). ESG was formed as a wholly owned
subsidiary of the Cowpany in March 1998 to sell
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relecommunications services over internaticnal bypass routes. Since formation,
ESG had established seven routes. However, substantially increased competition
and other market factors decreased the prices which ESG could charge its
customers to less than half of those anticipated by the Company at the time of
formation of ESG. These decreased prices and less than anticipated volumes
resulted in current and forecasted negative cash flows from the operation of
each of ESG's routes. Management's plans to dispose of ESG called for the sale
or abandonment of those routes. All of ESG's routes were shut down and
abandoned as of March 231, 2000.

In connection with its decision to dispose of ESG, the Company recorded a
total charge of $4.0 million. This charge was comprised of $3.5 million related
to the impairment of communication equipment, of which approximately $1.2
million related to routes abandoned before September 30, 1%99, and $400,000
related to remaining paymentes, after operations ceased, under communication
line leases which had no alternative use to the Company. All such lease
payments were wade in cash before September 2000. The £3.6 million impairment
charge and the $400,000 charge for lease paymente are included in network
operations, and bandwidth and related costs, respectively, in the accompanying
consclidated statement of operations for the year ended March 31, 2000. The
impairment charge was determined to be equal to the carrying value of the
equipment, as the discounted estimated future cash flows from each of the
routes were negative. The proceeds from the sale of the equipment were not
material. Revenues and loeges from operations of ESG were 527,000 and
$1.4 million, respectively, for the year ended March 31, 1999, and $1.7 million
and $7.2 million, respectively, for the year ended March 31, 2000.

15. EXTRAORDINARY ITEM

In April 2000, the Company recorded an extraordinary item totaling $502,C00,
net of tax of $363,000 as a result of the write-off of unamortized debt
issuance costs associated with the repayment of $49.6 million of the Company's
outstanding debt in April 2000.

16. EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per common share ie computed by dividing net income
{loss)} by the weighted average of number of shares outstanding during each
year. Diluted earnings {loss) per common share is computed based on the
weighted average share plus the dilutive effect of potential common stock.

At March 31, 1999 and 2000, the only forms of potential common stock were
purchase rights and stock options, respectively. At March 31, 2001, the only
forms of potential common stock were purchase rights and stock options. The
inclusion of potential common stock as of March 31, 19299 and 2000 had an anti-
dilutive effect on earnings per share. As of March 31, 2001, the dilutive
effect of the purchase rights and stock options resulted in diluted weighted
average number of common shares of 472.6 million shares. Options to purchase
approximately 17.8 million shares of common stock were outstanding at March 31,
2001, but were not included in the computation of diluted earninge per share
because to do so would have been antidilutive.

17. SEGMENT INFORMATION

The Company conducts business in two operating segments: country
representatives or Direct Sales Channels ("Direct") and Alternate Sales
Channels (*Alternate®). Both of these segments generate revenues by providing
customers with a complete global networking soluticn.

The Company has organized its operating segments arcund differences in
distribution channels used to deliver its services to customers. These segments
are managed and evaluated separately because each segment possesses different
economic characteristics requiring different marketing strategies.

The accounting policies adopted for each segment are the same as those
described in the summary of significant acccunting pelicies. The Company's
management evaluates performance based on operating
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contribution, where segmenc revenues are reduced by those costs that are
allocable to the segments. Costs relating to operating the Company's core
network, and non-allocable general. administrative, marketing and overhead
coste, including income tax expense, are not charged to the segments.
Accordingly, neither assets related to the core network, nor their associated
depreciation expense are allocated to the segments.

The Company accounts for intersegment transactions on the same terms and
conditions as if the transactions were with third parties.

Sumarized financial information concerning the Company's reportable
segments 18 shown in the following table {in thousands).

Yaar Ended March 31,

1999 2000 2001
Reportable segmente:
Revenues from external customers:
Direct...euasesscsnoncncnasanscananannn e-a- $273,150 $ 357,494 5 405,201
AlteImAatE. ccisatnennnnnnnnanns Premrmrmanrn 29, 847 123,850 256,744
Totalg....... feaesaravatrasearacnanan-aa- $302,997 5 491,444 § 661,945
ETETEEEE EETTEEaREE  mssssssasw
Operating contribution:
Direct....voiiiininenannnns arsrenesrarens § P7,350 $ 135,928 § 156,664
Altermate. ....ciiersvananannnnana rEsmemaEan 16,975 43,086 98,662
Totals............. eeeiurassraseresarees 5114,325 % 159,014 0§ 253,326
EEmEEAEE  ESALAEErEE & EToERsREEEW
Depreciation and amortizationm:
Direch ...u.ivivennnsannnnmnmnnnnrns teseaee § 5,183 6,768 § 7.888
Alternate............. herssbsssesbssanans a6 8 15
TotalB...vuversrnoncscemncaacaananann ... 5 5,199 ¢ €,768 § 7. 901

EFEEETEY EEFFEEARTES 2 ErEhAdEERE

Total assets:
Direot .. ccsiseiencrcnananessnsnnnennnnness 5 63,459 § 85,363 § 91,946
AlLBIMALe. . .vvrvrvansasssaserrrasasananenn 8,683 63,804 100,525
TOLAlB.uuiuierarunensnennnrenssnranncans § 72,142 5 149,167 § 192,471

Year Ended March 31,

Reconciliation:

Operating contribution from reportable

BEgMENES. o tuorvnvusasasasansnsasnanasanses $114,325 $ 159,014 § 253,326
Core network, overhead and other non-

allocable COBLB..urivrvnsssnnsnnnsnsnsnanana {110,924) (181,766} {197,328)

Income {loss) befores income taxes and
minority dnterest. .. .c.ciiciasneaiensaneans § 3,401 $ {22,752) § 56,002

March 31,

Total assets of reportable segments......... § 72,142 $ 149,167 § 152,471
Core network, corporate and other non-
allocable assecs. ... sitsussssnsirenasenass 110,123 1,073,160 1,153,460

Total assete.......... Ctetee e Lt bt ad e $182,263 $§1,222,327 §1,345,931
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Year Ended March 31,

1993 2000 2001
Geographic Information:

. Revenues from external customers based upon the
country in which invoices are produced are as
follows:
United StatesS......cieiriicncnnancennncanossrannns $103,190 $126,358 $134,774
Netherlands.......ciovvevarean e aaeaa e ‘s 34,944 61,457 105,191
United Kingdom. . . c.vivme it iaiannennnnns Ceaee 15,682 53,885 B0, 088
Sweden....... R, e e e ettt eaaeme e aa e 13,859 39,743 63,657
Germany ....... i r e serarearsaa e aaae e Ceeae. 23,438 30,962 45,559
Switzerland...... ths e eisan e s A 12,071 29,133 40,992
France........ e eer i a e Ceienaans ceiiaas 13,183 27,148 35,180
Cther..... i iiirieainnasanaas th e et 82,630 112,718 152,504

March 31,
1999 2000 2001
Long-lived assets:
United States......... e s ettt . § 44,523 $218B,545 $456,107
United KIingdom. . ..o v vu i it iinnnenncenecnnnennnnns 2,862 3,172 2,819
Other....... S e e e t e r e et et PO 5,015 4,845 5,146

$ 52,406 $226,562 $464,172

Year Ended March 31,

1293 2000 2001
Services Information:
Revenues from external customers:
Network services.............. Gt ettt eeaecceee e $144,642 $217,006 $283,248
Consulting, integration and provisioning
E=T =1 o o - - 78,777 116,534 179,532
Applications services.......cvieuneecuenn. e 20,068 15,286 10,540
Other communications services.........cevn. R, 59,510 132,618 188,225
$302,957 $481,444 $661,5%45
EErommsnR E=SESESrs=S EEEERE=S
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10.13 AUCS Call Option Deed, dated as of September 30, 199% &

10.14 AUCS Management Agreement, dated ag of September 30, 19959 #, as
amended by the Deed of Amendment attached hereto

10.15 AUCS Assignment Agresment, dated as of September 30, 1959 &

10.14& leasa for Grand Avemnue Corporate Center at 2160 Grand Avenue, E1
Segundo, California #

10.17 Employment Agreement of Mr. Akbar Firdosy #

10.18 Infonet Services Corporation 2000 Omnibus Stock Plan*

10.1%8 {a} Amendment to the Infonet Services Corporation 2000 Omnibus Stock
Plan, filed with the Company's Form 10-Q for the period snded
December 31, 2901

10.1% Infonet Services Corporation 2000 Employee Stock Purchase Plane

10.20 Employment Agreement of Paul A. Galleberg, filed with the Company's
Form 10-Q for the period ended December 31, 2001

10.21 Consulting Agreement of Ernest U. Gambaro, filed with the Company‘s
Form 10-Q for the period ended December 31, 2001

10.22 Secured Demand Promiescry Note between Michael J. Timmins and Janpice
Timmins JTWRCS, a trust, and Infonst Services Corporation L
P
10.23 Secured Demand Promissory Note betwesn Thomas E. Whidden Ttee & Linda
L. Whidden Ttee, U/A dtd 11/7/97 by Whidden Trust, a trust, and
Infonet Services Corporation T

21.1 Consolidated Subsidiaries as of March 31, 2061

23.1 Consent of Deloitte & Touche LLP
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Number Description

# Incorporated by reference to the corresponding exhibit number from the
Registrant's Registration Statement on Form S-1 filed with the Commission on

December 15, 1993.

® Incorporated by reference to Appendices A and B, respectively, of Infonet
Services Corporation's definitive proxy statement filed with the Commission

on July 27, 2000.




